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EDITORIAL NOTE

This book records the proceedings of the Bconomios 91 A NATIONAL
Ecowomics Teacuens' Conmmenct held over three days (July 810
1991) at the University of New South Wales in Sydney.

The 17 conference papers are presenied in three seciions
conforming to the themes lor each day of the conference:
Macroeconomic Policy and Australia’s Economic Performance;
Microeconomic Reform in the Aosirallan Economy; and
Contemporary [ssaes in Economic Education.

l am grateful to all of the speakers who gave permission for their
papers to be published and trust that eachers and students will find
the book a valuable resource in secondary economics courses.

Above all | wish to thank the 140 Australian teachers who
attended the conference and participated in the discussion seasions,
and Andrew Davies for his creative and technical assistance in
shaping the conference papers into & coberent and readable form.

Tim Riley
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INTRODUCTION
TIM RILEY

The Ecosouncs V1 Conderence served two purposes. Firsd, it attemped
to break down state barriers by bringing economics teachers from all
Australian states and the ACT rogether 1o establish networks 1o (acilisate
an guchange of ideas, resources and evperiences. Second, & was designed
o cover a broad range of topics commen 1o all Australian secondary
FCONOMICS Courses by giving teachers access 1 a pool of high-profile
economists, polithclans, buresucrats and aducators.

Professional development of economics sachers 18 an sssential part of
the microeconomic redorm of Australia’'s secondary education systemn.
Ecomomics s a popular and relevant subject in our schools. Since
developments in sconomic theory and policy at both the domestic and
international levels are ocourring rapidly, it bs imperative that leachers are
given opportunities to update their knowledge of content, skills and
teaching strategies. Dwapite the multiplicity of Australian economics
wylabuses. Ecomosics Y1 proved that & national conference could break
down state barriers and bring teachers together to discuss topics and
ksmpes of CoTETOn interest.

The theme of Ecososacs 91 was Structural Reform in the Australian
Economy’, which acknowledged the importance of structural change and
policy revision in Australia’s prodict and lactor markets in the 19808 and
1990s. Controversy surrounds many of the policy proposals for economic
Feform (sich as dereguiation sndd privatisation) and teachers are charged
with the job of simplifying the details for their students and giving an
chiective assessment of competing theories and policy prescriptions. For
these ressons, differing potns of view on the same topie were outlined at
Economics 91 by politiclans and ecomomists.

Labour market reform was discussed by John Howard MP who
outlimed the Foderl Opposition’s industrial relations policy based on
voluntary work place agreements and enterprise bargaining. Peter
Switzer and Braham Dabscheck from the UNSW were more supponive of
the Acvard process and the corporatist approsch 1o incomes policy.

Stmillarly it wan refreshing to contrast the approaches of George Souris
MLA (NSW Gretner Government) and Mike Egan MLC (NSW Opp-
esdtion) to the microsconormic feform of the public sector.

wili E(oNOMICE 9




INTRODUCTION

Askde from the contrast of viewpobnts, conference participants gained
an inskght into the “hands on' experience of experts such as Professor
Brian Johns of the Trade Practices Commission who explains the
contestability of markeis and the procedures followed in framing
Australian competition policy. Chris Burnup of the Business Council of
Australla uses a logical and pragmatic approach in presenting an
overview of the environmenial debate in Ausiralia. Carel Austin
provides a lascinating discussion of the messing of tompetiivensa’ by
drawing upon the conceptual framework of Michael Porter's The
Competitive Advaniage of Mations. Vieginia Frost snd Mike Hormley have
outlined then theory of learning styles and given some practical hines on
various approoaches to the teaching of econamics and the use of
testbooks in particular.  Max Walsh discusses Ausiralia’s economic
Fururg in 8 humorous yet optimistc sshion.

Ecomosancs 91 Confersncey Proceedings i (hus an exciting collection of
readings on the Australian economy: its structural problems and the
competing policy prescriptions. But the book I8 more ihan this. It
summarises a professional development initiative by (he Economics
Education Resource Centre which rxemplifies the lmportant interface that
is being built between sducaions, government, business, the media and
academe.

FEgmamicy ‘81 i
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CONFERENCE OPENING:

THE HON. PETER BALDWIN MP

FEDERAL MINISTER FOR HIGHER EDUCATION
AND EMPLOYMENT SERVICES

Peter Baldwin i the Federol Minister for Higher Education and
Employment Services. He wos elocied Member of the House of
Rapresentitives for Sydney in 1983 and served on o number of
House commitiees ensering the minisiry ofter the | 790 federal
eleciion. Before entering federal poriament, Peter Baldwin woi @
gualified engineer ond computer progrommaer

FCONGMICE T8 |



THE ROLE OF HIGHER EDUCATION
IN ECONOMIC REFORM

PETER BALDWIN

In opening your conference today, | want 10 address two issues — the
place of higher aducation in the government's economic policy and the
process of micro-economic reform In hgher sducation.

Considerable debate has ocrurred since the sarly 1960s over the
contribution of sducation and training to sconomic growth  Initial
optimism on the part of human capital theorists gave way io some
scepticiam and disillusionment as massive tncreases in educational
expenditures during the 1960s and early 1970s were followed by low
economic growth raes in the kater 15708 and early 1980s.

In this climate of disappointed expectations, the political priority
accorded 10 education in Australia and elsewhere sulfered a general
decline.

In recent years there has been a renewed interest in the contritmtion of
education and training o national economic petformance. Thin coincides
with a recogrition of the Hmitations of macroeconomic policy
arsd the increasing importance of microeconomic issues in addressing the
funclarmenial sourres of our stonormie

Of perticular importance & an adequate supply of skills 1o encoirage
lomg-term sustained economic growth. In his chairman’s address 1o the
1988 OECD conference an education and the economy in a changing
saciety, The Minister for Employment, Education and Training. Jokn
Dawiking pointed out that:

if our industry s to be inernationally competitive, it will need a

highly skilled workforce not possesatng the skills currently

by

achivve a workforce of mach calibre will require & more efficlent und

fespondive education and training systemn which is more closely

artuned 1o the needs of imdustry.
The emphasis here on the educational anainments and skill kevels of the
workioree s important. As many commentators have observed, in the
changing world ecanomy competitive economic advantage shifts
increasingly towands labour whose value s based on quality, Mexibility,
precision and specialisation. More and mate countries are gaining scces
o new technologies and the finance o turm them inio at about
the same time and on roughly the same terms. one lector of
production that remains relatively immobile internationally. and om which

4 fCoNamICT “91



HIGHER EDUCATION AND ECONOMIC REFORM

hutire siapdands of living comes o Is people — theeir skdilis and
competenchis, and teir capacity 1o together productively.
Competitive Benefits of Higher Education

Bromenmic succiss ls determined more and more by our abilivy o franaform

fundamental changss in the way we organise work  The okd hieranchical
work model in which a few well-trained managers planned and
mainiained the production system from the top while the rest performed
as single isolated cogn within the system is no longer adequate  The new
system manst prepare far more people o ke responsibility for theis
continuing education and to collaborate with ome another so that their
combined skills and insights add up to something mone than the sum of
their individual contributions. This will require not simply maore
education but, also, a different sort of education.

We don'i know the precise extent of thess benefits — the true soclal
mate of retum o sducation 18 not quantifiable. Bul we do know that the
estimmated rates of return to gradustes, which ant themselves more than
adequate 1o justify the nvestments, substantally under-estimate the social
rate o retum.

1t is true, however, that the world's most successful economies over the
past few decades have given a high priarity to sducation, skills and
training as part of a coherent strategy to achieve their economic goals.
Imponanily these economic benefits do not all accrue to the individuals
comcerned — there are imporant economic benefits o indusiry and the
mation a5 & whole This says nothing of the soclal benefits 10 sl of us from
living tn a more educated and hence more diverse, more cultured and
mare tolerant soclety. This b why society as @ whole. via governments.
should play & major role in funding higher education, and why we are
seking a ressonable contrituthon from indusery.

The boundary betwern sducation and other activites i also becoming
kess distinet  This change is most noticeabie in the skills formation process
which, more and more. is taking place in the context of labour market
programs and education and training provided by and often within

In addition, resarch and development is less snd les an sctivity i be
found only in higher sducation natitutions

Microeconomic Reform of Higher Educotion

Recognising these trends, the Commonwealth government in 1987
embarked on a program o reform higher education in Australia. While
mamt of the debate since then has comorntrated on the structural changes

FCONDRICT '8 5



Peter Baldwin

within the system. the government began the reform process by putting i
own house in onder, With the aim of achieving a betier coberence and
consbstency berween its various education and bour market policies and
programa, ihe government, in mid- 197, amalgamated the traditionally
discrete policy areas of employment, ediccation and maining into & single

pondolin In doing so, the sought 1o combine the raditional
values and objectives of with closer links to industry and the
abour market.

This reorieniation scknowledges thal education s but one of many
Bctors which contributes to the performance of our economy and the
labour market

Increasing the level of panicipation in higher sducation was first on the

list of priorities. The capacity of the system will be Increased
by over 70,000 Commanwealth-funded places over the period 198881 In
fwmparison 1 19603, the iotal shudent load — inchuding places funded by
sate governments, the privabe sector and overséas students — will have
grown from shout 260, 000 to well over 400, 000

In support of this growih the Commonwealth’'s higher education
tradget will climb 10 §4 billion by 1963, & real incresse of 25 per cent over
the 19688 budget The need jor such growth in the system bs clear. Not
only are there the economic pressures | have mentioned. but Increased
demand from the 17-1% year old population is also placing pressure on the
sysiemn. [n addition, the government has a firm commitment 1o improving
scoess and equity within higher education,

Crar polictes, however, do not stop there — we must also address the
eificlency of the high education secior iiseli.

The overriding requiremnen is for higher education Instinaions o focus
mare directly on responding ko soclal and economic drcurmstances.

The government's 1988 White Paper on higher education set the scens
ummmmm-ummm
explicitly called for the development of closer links between higher
eduscarion and all sectors of the soonommy.

It should be remembered in this context that higher education
Institutions are public authorities — mostly operating usder state
Iwgisiation. For the very good reason of acsdemic freedom. umiversities
massl remain both public and sulonomous.

This means that simplistic notions of ‘deregulation’, or “let market
forces operate’, or ‘corpoestisation’, of in particular, "privatisation’, have
absohutely no spplicability if universities are to fully perform their robe.

Tha higher education sysiemn had not been the subject of any coherent
set of reforms for over two decades. The system in place in 1987 was
thetefore, in many of its essential characteristics, that which had been put
in place by the Menries government during the 19%0s.

& ICONMMICT *9 1



HIGHER EDUCATION AND ECOMOMIC REFORM

Of course it would not be troe 1o say that the systemn had remained
stagnant during the intervening period. Thero had been significant growth
tn student enrotmenis, new institutions had appeared. coume offerings
were diversified, participation was spread more widely among the
population, there had been shifts in the distribution of enrolments, and
funding responsibilities had moved from studerts and state govemnmments
1 the Comumonwealth governmend.

Mevertheless by 1987 the povernment, slong with many both Lside
and outsidde higher sducarion, realised that refofin wWis ReCEssary.

There are & nimber of ressons why this was 8o, some of them o do
with tensions inherent in the system and some relating to pressures placed
on the system from outside as the result of economic and wider social

During the labe 19708 and tnio the 1960s, the o called binary system of
higher education (tsell had become increasingly unstable. lts two
component sectons had developed o a8 to resemble each other in many
mpects, for example number of stuclents, type and level of courses, level of
acadermic salarkes and in their sdministradon snd managemsent,

Bome of the larger and more diverss institutions nol préviously
perminted 1o offer higher degrees or funded for ressarch had developed
the necessary siaff and resources to undertake both these functions,
radisionally seen is the sole preserve of universities.

Some states had begun to redesignate the larger institutes of

as universities, rising expeciations of additional research
handing which, if accepted without o thorough assessment of irstitutional
potential and performance, would have dissipated the limited fesourres
available to suppar these activitkes.

A mumber of other (actoms were also placing pressure on the system
Higher education had shified from being an elite 10 a mass system of

provision, and demand was continuing 1o grow for improved scoess and
wider

participation.

Alhough growth in higher aducation durtng the 1560 and sarly 15705
hadd allowed more Australlars to be enrolled n higher education, access
retrained inequiiably distribaied,

The White Paper reforms resulted, then, from the need to addres o
whale range of tensdons within, and pressures which had comie 1o bear on,
highet eduscation

The Unified Nakional System

In 1987 the hinary system was abobished and the Unified Matiomal Sysiem
(UNS) established. This system provides greater flexibility and
responsiveness by all higher educstion instioutions, enabling them 1o adapt
more readily to changing patterns of demand and to contribute more

ICONEICT "1 7



Peter Boldwin

muﬁmu:mmmm
and economically secure society.

<ompetitive basds throughout the mrstem acoording w performance.

The UNS now has fewer, larger, and mare broadly based higher
education institurions 5 a result of amalgamations. These ensure that
irsdibutions are structurally bess vulnersble and better able o respond 1o
changing patterns of student and employer demand. Flexibility and the
capacity to adapt to changes in demand are critical to institutions in the
face of economic restructuring and rapid technological change.

Where managed well. the restructuring is resulting in a system of
matitutions otfering & greater variety of programs, reaching more people
and having a grester impact on thelr bocal communities.

Sich diversity is crucial to the quality of our Increasingly mass higher
education system. Diversdty is also necessary if the systen s 10 have the
capacity o adapt 1o chamge. Therr needs o be & wide variety of subjects
available. There must also be svailable a wide variety of kvels and mocdes
of study,

Of critical importance 1o diversity is the system’s own attitude 1o the
siatus of eaching and the quality of that raching,

The Higher Education Councll (HEC), which is the national body
charged with providing independent advice to the government on higher
education, has argued that lnstitutions should develop procedures 1o
reward all high quality performance by academic saff, be that in ieaching,
resgarch or other professional sctivitien. As the HEC has polnied oui, not
all scademic stafl in the UNS will perform eguivalent roles. Some stafi
concenirate, perhaps esclusively, on ressdrch, some on leaching and some
are ocoupied with both. Provided that quality of performance is rewarded
whatever the agreed balance of activithes, both saff and students benafit.

Excellence in teaching is assessable and should be encouraged and
rewarded in all institutions. For its part, the government Is funding »
number of institutlonal projects almed at improving the quality of
scademic teaching, and has instiniied 8 maff development fund which
camwe into operation this yrar.

The government is abso seeking 1o address inequities which existed in
the provision of adequate teaching infrastructure in some tnstitutions.
Funds will be provided for libraries, computing and technological
equipment, support stall and communications systems for teaching
programa and specialised centres for waching, leamning and evaluation
mechanisms.

In the longer term. opportunities are emerging for institutions 10

B FCONAMICT 91



HIGHER EDUCATION AND ECOMNOMIC REFORM

improve their teaching effort through the sdoption of advanced
technologies. The full implications of these technologies. such s video-
conferencing and other more advanced multimedia communications
technology, for on ampus as well & distance education have still to be
fully expiored. However, they clearty create as yei largely uniapped

lor enhanced access, quality and productivity in the sysiem.

As would be expected with such an expansion of the system. cost have
risen dramatically. Kessarch too s becoming increasingly expenaive with
the pees in many disciplines for more and more sophisticated squipment.

The Commonwealth government (ook on full responsibility tor higher
echucation funding in 1971 Since then however, instshutions have become
more successiul in attrocting finance from other sources and i generating
more of their own income. The dramatic rise in the cost of higher
education provision makes i inevitable thar insntutions must diversify
their sources of finance. Allowing a plurality of interests 1o influence
Institutions is sise a good way of ensuring the relevance of higher
education sctivities.

The rebevance of higher education w comumunity needs, and the need
for higher sducation to further develop its responsiveness 10 the national
¢conomy have been important considerations underlying the

& higher educatiom relorma.

To achieve this aim, the government considers it essential that, in
allocating additional places, emphasis be placed on those arvas providing
the greatest ecomomic and social benefit. At present these are in the areas
of pomputer scence, environments]l studies, engineering, business studies
and languages — reflecting both expected labour market developments
and sudent demand over the longer term.

These priorities are implemented through the annual discussions. with
instituthons on their educational profiles. A process of negotiation cnsures
that & balance is struck between the legitimate imerests of the academic
freedom of institutions, accountability 1o the tax-payers for nearly $4
billion of their money, and the demands of the ultimate comsumers of
higher education — sudents dnd edusery.

Abernatives 1o Prasent Higher Educotion Podicy
There are only two alternatives o our approsch.

Ome is for & completely supplier-driven approach, with universities
taking all the decisions with no thought o broader national inferests. The
pre- 1987 situation — described by the Australian vice-chancellors’
eomumittee itsedl a8 2 “wish-list approach’ — came dangerousty close o this
RO

The oihir aliernaiive would be the voucher system, & version of which
is bring advocated by the Liberal party. This system claims to place all

ICOMOMICY * 91 9



Peter Baldwin

effective market power in the hands of the students. There are three
problems with this:

First, It provides no scope for enhancing equity of sccess 1o higher
efucation,

Secand, il assumes too much about student knowledige of the labour
mmarket;

Thind, It would lead 10 more and more students choosing courses
according to shor-term remunseration prospects. To put It crudely,
Australis already has too many lawyers and not enough engineers
icomparad o a country like Japan), This policy woukd make the problem
worse.

Future Directions in Higher Education Policy
The government la keen 1o foster closer links between industry and
research m higher education
Ome initistive aimed at making graduates’ skills more rebevant 1o the
econamy is thee develrpment of cooperative education programa between
higher education and industry. The Commonwealih has provided
funding to assist in the development of o mumber of such courses. Growth
hhmﬁ‘ﬂﬁuwﬂummnﬂrmulm
Influence on the quality and relevance of higher educstion offerings.
Perhaps the must visible of these developmenis in relation to industry
8 the Cooperative Ressarch Centres Program which was launched by the
Prime Minister last year, Under this outstanding university,
CSIRD and other research groups will be brought together 1o focus on
research problems in aress of Imporance i existing or emerging industry
sectors. This program encapsulstes e govermment’s ihree major goals for
it research policy:
* excellence, which is captured by the program’s emphasis on high
quality research andd strengihening the hasic research infrastractise,
= cooperation, reflected in the program’s alm 1o strengihen the
Hﬂﬂumwr_ﬂm.uﬂhm
sector. and
*  application, which i implicit in the objective of the program to capture
the benefits of mesearch and strengthen the links between resesrch and

Another government Inltlative has been to Introduce Australian
postgraduate research (industry) awards 1o eRCOurage postgraduaie
students in industry research.

There is no doube that industry will incressingty contribute directly 1o



HIGHER EDUCATION AND ECONOMIC REFORM

matters, as well a5 on more general higher education ssues.

As the cost of maintaining the higher education sysem increases — bry
1991 the government’s higher education budget will be just under 4
billion — it i ineviable that industry will be called on for Firancial
support for teaching programs and research in higher education The
incentives lor industry o provide this suppon and o foster collaboration
inchude access 1o graduates, o technology and research expertise, and o
Eacilities and personnel for undertaking sttaleghc resednch,

Industry’'s investment in educarion and tralning ks increasing
substantially following the introduction of the government's training
guarantee legislation, which came Into effect from 1 July 1990. The
Training Cuaranter b designed 1o sacourage more employers 1o meet the
national need o increase their training activithes and 1o view ITaiming not
a5 a cost but as an investment to improve the fexdbility and quality of
sikills ancd hende bo achisve more productive oulcomes

Award restructuring — linking wage and salary outcomes to

multiskilling and career paths dependeni on individual
skills — will also offer nrw opportunities and pose nrw challenges for
higher education into the 19908 The requirements of employers and
employess, and (hus the community at large, will increasinghy
the need for skills and knowledge  Hence the demand for improved acoes
to educational institutions will grow.

The long-term implications of awarnd resiructuring for higher sducation
are an yot unclear. We can, however, expect & developing need for a
greater emphasis on lifelong leaming. and for greater fevibility in
instinstional admisions policles, carroulum and methods of delivery.

We can also expect 8 demand for higher sducation instinations o
develop and mount short accredited courses for industry as well as
industry trainers and technical and further education irachers. [nstitutions
may also be called upon o carry out research inko aress such as industrial
ecucaion and akills

Clomer links with the technical and further education sector will be
rescesmary, especially in regand 1o admissions policy. Although progress
has been made in improving armangements for credit transfer between
sectors, there will need 8o be & grealer commitment from instinutions o
setting procedures in place.

Australian higher education institutions enjoy 8 deservedly high
international reputation in the areas of pure and basic research, but are bess
well regarded for their achievements in applied research. Neither have
they always been adept at marketing thelr essarch results. The other side
of this coin is of course indusiry's poor performance 1o date in taking
sdvantage of the commercial opportunities thrown up by higher education
research  Industry support for the process of research and ressarch

FCONOMICE "9 n
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traiming has been insdequate also. This is now changing and must
comtinuee 1o do so if, as a nation, we are 1o develop our productive capscity
and mainiin our still enviably high standard of tiving,

Fam very pleassd 1o have kad this opportunity to speak o you sbou
the place of higher education in the economic reform policies of the
povernment as well the impact of our microeconomic policies within that
ST, I““mpﬂlhlmm.

| would have lied 10 have stayed on 1o hear the following speakers
but | have 1o attend budget cabinet deltberations in Canberra

Harwever. it bs with pleasure that | open this conference.
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Dennis Mahoney complated a PhD ot the london School of
Economics in the eorly 19703 and subiequently lectured of
Melbourne and Lo Trobe Universitien. He is co-author of o first yeor
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AUSTRALIA'S ECONOMIC PERFORMAMCE
AND FEDERAL GOVERNMENT ECONOMIC POLICY

DR DEMNIS MAHONEY

We begin with s review of performance and policies in the 1980s

Australia entered the 19808 on 8 wave of optimism abowut international
trade prospects. Forelgn investment, mainly in the form of debi
ihertowing) pourad in 1o develop new coal mines, expand the aluminicm
industry, explore for oll and gas and investigate high-com sources of
energy such as shale ol

Unforrunately, the resources boom never eventuated Nevertheless,
Australis had fwo years of rapid economic growth through 1953 and 1984,
First, the drought broke in 1983, boosting volurmes of rural products
available for evport. Second, policies were Implemented which stimulsted
eoanaTTilc activity without being immediately inflationary.

The Mid-1980s: Poinful Policy Awokenings

The resurnption of low-inflationary growth in 1963 concealed the (act that
Australla was living on borrowed time The policy of expanding domestic
demand was incompatible with o weak current sccount in the balance of

mmmmmupﬂm This stirmulsied demand for
impores, & magor fsctor contribeting 1o 8 Blow-out in the current sccouni
defichi from §1.3bm o $10.86n0.

Under pressure from the huge gap betwern foreign exchange sarnings
and payments, the $A depreciated 29 per comt in 1985 The
was wekomed by many exporters of rural and mine products. In time,
they saw therrselves caprusing grester market share and bigger $A returns
For thedr producs.

Figure | & a simplified version of events that lod Ausralis w0 its then
record eternal deficit of $14.4bn in 19686 /81,

mmﬂmmﬂmmﬁndﬂmwlun
1960 /B84) and weak commodity prices (1985/84) combined 1o plunge the
current account deeply indo deficii.  The deficit was financed by a rapid
buidled-up of external borrowing. All of these factors finally ook their 1ol
on the $A. Higher-priced impons then flowed through into higher
inflation.

Net external deb, which is total debt owed bo forelgnens (called gross
debid minus debt by foreigrers owed 10 Australisns, slso i i
rapidly. Several iaciors affect the site of the net external debt the deficis,

borrowing, and the xchange rute.
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Firse, and fundamentally, the stock of dibt s the acoumulation of that
portion of past current account deficii which were financed by barrowing
(rather than equity inflows). Second, because 80 1o 70 per cent of
Australla’s debt s denominated in forelgn currencles, changes in the
exchange rate directly affect the §A value of the forelgn currency
eommpeinient of the debn,

The rate of increase in the $A value of the net dobt slowed down alfter
1986, The debrt also fell 38 o percentage of GDP. The $US value of the debe,
mwnmm;hmummm

deficit s sl financed by bormowing from oreighers.
Policy Responses

In response (o the serious current sccount problem in sarly 1965, the
government tightened monetary policy, both to suppon the §A and 1o
suppress domestic demand and so dampen impaoris.

However, tighter monetary policy alone was insufficient 10 wurn the
balance of payments deficit around. With commodity prices clearly

and the deficit rising, the currency cime under renewed pressure
late in 1985 and agatn in 1984,

The turning polnt came with the much-publicised remark by the
Treasurer. Mr Keating on Sydney radio on 14 May 1988, warning that
Australia oonild become & banana repubibic.

Thus began the government's concertad stiempt 10 encourage capital
mflows and to tighten fiscal and wages policie.

Some of these policy responses and thetr intended effects are set out in
Figure L (An important link between Figures 1 and 2 not included bs an
arrow from “Lower ALY in Pigure 1 10 Reduce Current Accoumt Defich’
in Figure 2 The lower 34 boosts exports and thereby helps o reduce the
deficir)

The policy shift 1o fiscal susterity first occurred in the 1986,/87 budget,
when the estimaied budget deficit was reduced 1o §3.5bn from the
previous year's oukoome of §5.1bn,

Progressive cuts in the real value of outlays and extra tax revenues
Froem a broadened tax base culminased in a $A5.9bn surplus in the 1988 /59

budget The boom is spending drove the 1989 /90 surphs even higher —
i S AED.

Prios to the 1966,/87 budge, the government had distanced itseli from
thWMHWMh
election in 1963, Late in 1986, pay incrvases were discounied (that is, they
di ot fully reflect past price risesl. Then, in March 1967, indexation was
replaced by a two-ther wage systemn which resulted in sustained real wage

Surcemive changes in the Accond agreement have been labeiled Mark |,
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Mark [ etc. The last Accord, which involves wage increases in retum for
productivity gaims through the restrucraring of award maies of pay and
condisions, is Mark V1 Under each Accord, wages rose more slowly than
prices and average weekly sarnings fell in real terms.

By early 1941, the three arms of policy had begun o reduce e current
acount deficit. The conjunction of falling inflation, rising commaod ity
prices, Improving irade data, and progressively tighter fiscal policy
rnabled the governiment io ease interest raies throughous 1967 and early
1988 whils the $A gradually appreciaed.

The Specuative Boom and Bust

In 1987 Australia’s terms of trade began what was 1o be a dramatic
turnaround. The rise tn purchasing power caused some concerns about
domestic spending, but the sharemarket crash comfused all the
COMETITT.

When post-October 19687 sharernarket concerns disappeansd s the face
of sustained world growth and lower oil prices in 1986, fars of recession
gave way b0 comoemns about indlaron.

In Australls, no-one foresaw the slee either af the sperulative boom
that wans urderway of the size of the domestic spending boom.

Stockmarket prices scared in 1987 before peaking in Ociober,
commurwercial real esiaie peaked in 1968 and house prices peaked in 1989, By
the end of 1969, real domestic spending had risen 8 per cent and the
rxtermial gakns of the previows two years had been loat.

The government progressively tightened monetary policy until mkd-
1959 and maintained 2 high interest rate setting during the socond half of
the yoar in onder to rein in domestic spending.

By early 1990, investment had crashed and the econamy was slowing
rapidly  Economists wonderad wheiher the landing ahead would be soft
or hand.

Figure 3 shows how Westpac thaught 1990 and 1991 would work out a
year agn. The direction was right in almast every case (escept comrmadity
enport prices have fallen sharply in 1991) but the recession in domestic

has bern much worse than anyone expected. Figure 4 shows the
big fall in spending by Australians over ihe past 18 months
about the degree of severity of the sconomic downturn set
In train by monetary policy (and fiscal restraint) was replaced by the
reality of recesslon in the second hall of 1990, and by the big shake-out in
the labour market which sccompanied i

The econommy has continused i the throes of recession an-going
reductions in imterest rates since early 1990 (a8 shown in Figure 5. The
ruquired pace of the reductions in interest rates was difficult 1o gauge.
Cime objective was 10 avoid any sarly resurgence in demand — the other to

8 fromosuCY *9 1



AUSTRAUA"S ECOMNOMIC PERFORMAMNCE

fooe 5 Easing menetary pelicy 19901 style

Lpa

i " mﬁ'ﬁam

18]

r

JAMN FER LA R APR

fen & Public sector berrewing requirements

AL
15

12

b

N

[ AUDbe (i aminl
— %ol GOP (nigh ash) £
¥ ¥ T | T T ' g ¥ # " i
B2/8) B&/BS B4/B7 BA/BY  90/7le | 72/9M
Forscosh Accmis Econpmcy

i

FCONQMICE “9Y %




Dennils Mahonay

avoid & heavy and painhul slow down.

Sach a balance has always been difficult 1o achieve and confirma once
again that the culcomes of mosetary policy are by no means precise, cither
In ierms of tming or kmpact,

In the end, no amount of monelary easing would have saved many
over-gearel companies, a5 asset prices fimbled and cash fows dried up.
The Way Ahsad
The cost of recession has been high with rising unemployment, a decling in
housing activity, incroases in business faflures. The contimued relative
Bghtness of monetary policy into 1991, fulling asset values snd reduced
turnovers have generally exposed financial institutions and their
custormen alike to a process of painful and substantial adjustment

No raphd recovery seemw likely from the present recession, unhess the

Bk b0 Spend s way out,

But the drop in spending and rise in unemployment have alresdy
caused & major rrvision in federal government finances for the next lew
years. The loss of stamp duty ansing from depressed shane transsctions
and property sales has also caused state budgets 1o move sharply into
deficht for the next lew years. Figure 6 shows the inevitable result: an
Inevitable blow cut in the net PSBR (on ‘unchanged policy’ assumptions)
ot the net few years.

Covernments are unlikely to inject exira spending into the economy
when the PS8R s running at kevels creeping back to the mid 1980,

Monetary policy bs also likely to remaln relatively steady until the
recowvery is clearly in damger of running o strongly,

Poor prospects for the rural sector, commaodity prices and non-
residential construction are likely 10 keep any recovery muied, at loast
untll the end of 1992 (when the economic upturn and the political cycle
o bagehaer]

The major policy unknown in the rerrainder of 1991 and 199 remaing
wages policy

To #ts credit, the Accond delivernd wage restraint during the boom of
VHSE /B9 But it has been delivering higher nominal wage growth and mal
wage increases for the Last fwo quaniers. This s an ominous developrent
because, if M comtinues, it implivs wage increases for the employed a1 the
ot of jobe for the unemployed. It also implies that the gatna on inflathon
mry be frittered away when the economy starts 10 recover in 1992

As for the big picture, Australia s Bribe funber advanced on its curment
sccount deficit and net detn prospects than it was in 1965, These
can only be solved if spending growih remains below growth in
produsction, and that possibly for the neat decade
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Keeping domestic spending growth below production growth implies
no mote booms tn spending and hence requires relative tight fiscal,
memetary and wages poliches.

In that constrained seiting businesses will seek to lif thelr sagging
profitability by slashing their workforce and restructuring their
employent patterns swoh as shifting from full-time be pan-time workers.

There are two ways the government can sase the spending constraint.
First, it can reject the idea that spending growth must stay below
production growth. That ia, it can Turch 1o the left’ by spending up big on
sy, infrastructure projects. This will cerminly pump-prime the sconomy
out of recession bul the cost will be another serbous deterioration in the
current acoount deficit and, ultirately, higher wage and price inflaton. In
short, more of the same expansionary derand policies of the 1980

The second aliernatiee is 10 i production growth by working smarter
and working harder. This way forward s summarised in the term
micrpeconomic reform which is designed to lift Australia’s productivity,
efficiency and international competitiveness across a broad range of
industries, many of which are in the transpon and distribution chain
iroad, rail, ports, seal and public sector (placing government business
enterprises on a commercial footing, deregulation of airlines and
telecommunications et

Microeconomic reforms in all their guises are the high road ouwt of
Australia’s debt morass . but that is another story, about politics as much
as economics.
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MACROECONOMIC MANAGEMENT IN AUSTRALIA:
TOWARDS A BETTER INDUSTRIAL RELATIONS SYSTEM

JOHN HOWARD

This seminar ts very much abous challenges w macro and micr economic
management in the vastly changed sconomic circumastances Australia faces
in th 1950

B s tecomne & weary clichd 10 say that Australis must enchure painbul
sconomic adjustment i she is 1o remaln competitive and I our living
sturdards are o be matntained in the langer term.

Those of you who have carefully followed economic and
debare tn Australis will know that over the last six 0 sight years [ have
been the most strenuous political advocate of radical reform 1o our
Inclustrial relathons systerm.

It wan neot long after the eloction of the Hawke government that | came
to the reslisation that decades of bipartisanship on industrial relations
should end

In August 1983 | addressed ihe National Press Club as Deputy Leader
of the Opposition and said that the tme had come 1o turn Mr Justice
Higgins on his head.

That attack o the citadel of centralised wage-flxation was greeted with
howls of derision from the unions, many employer groups, the Labor
Party, and & sizsable segment of my own party.

the labour market was a very unpopalar cause in the
aurly 19608, The Accord-style consensus approach was all the rage then

When | becamne Leader of the Opposition in 1985 | specified bbour
market reform as the most crucial economic challenge facing Australla,
That remains my view.

The 1986 industrial relations policy of the Coalition broke comphelety
hew ground.

For the frst time in Australia’s history a major political party was
sdvocating that individual employers and their employees should have
the right to make direct workplace bargains without the supervision or
intervention of anybody else provided certain minioum wage, bealth and
public sfety conditions were observed.

To the electorate of only five years ago it was seen as a radical
prescription. 18 evoked a lot of sceplicism. Some state Liberal leaders
rither ignoted the policy or, even worse, denounced i

Yet boday cne has a real sense that it s a policy whose time has come.

Perfups the best svidence of this is that many now clamour o recrive
the credt kor being amongsi the earilest advocates of the policy change.



TOWARDS A BETTER INDUSTRIAL RELATIONS SYSTEM

The Industrial Relations Debaote

Surcess has been achieved in the industrial relarions debate because the
two essemtial preconditions for selling major econofnic change have been
el

Firse, the natiomal benefit of & changed industrial relitions structure has
been constantly advocated.

That benefit s the one of higher prochuctivity.

There 16 common agreement That Ausiralia’s crying sconomic need s
enhanced national productivity. By demonstrating that free hargaining at
the workplace leved will it individual workplace productivity, those of us
whio argue for radical change are able to make & powerful case in the
tuatbiina] economile lnlemesl.

The second precondition for selling radical sconomic change to the
community s that the burden of that change masi be Birly snd evenly

spread.
This also has been demonsimsed in respect of labour markst reform.
As the 5PC and Power Brewing examples have so eloquently

dsplayed, free workplace bargaining ulimately benefits the worker more
iham anyone elee.

Higher productivity and profiiabllity ame the real ioundation of highet
real wages.

We have no hdden agenda on incusirial relations.  The Australian
public will know full well the industrial relatkons system it can expect if it
elects 8 Liberal MMational Party goversument in 1995

Wi stand for a madically changed industrial relations system for this
ORI,

| am conscious of the mized views thal this sodience here loday
probably has of our industrial relations .

There are some of you who will be ubterly opposed 10 i Thete afe
others of you who will remain profoundly sorptical as © whether the policy
will work or, alternatively, whether we really intend o mmoduce the full
garmut of what is contatned in ot current policy  OF courss | am cerain
that a significant mumber of you support the full thrust of the policy.

I do not deny for & moment that when implemented our industrial
relations policy will affect insiltutional power in the Australian

There will be a lesser role for the Industrial Relations Comemnkssion
Some power now wiclded by trade unions will diseppear.  Likewise the
mfluence of employer organisations will be dimninished

None of this i said vindictively. The agenda is not one of political or
inclusirial

I have long believed in the need for major change to Australia’s
industrial relations systemn through the introduction of an approach
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putting maximum emphasis on workplace bargatning,

This is becase | believe that an industrial relations yystem bulh on
workplace bargaining b more likely than any other system to boost
enterprist procductiviry and henoe national productivity.

Whatever credit the Accord can claim in restraining mal wage growth
i overwhelmed by the abysmal fallure of the Accord years to deliver

Tharsfors the leanss best of sy induistrial selations system for the 19908
must be lts w deliver more productive cutcomes than those
achieved in the 1970s snd 1960

The Opposition's Industrial Relations Policy

The essential elements of our industrial relations approach are well

known. Today | shall briefly rehearse them and then deal with & number

of specific concerna which may be entertained by some of you here today.

The policy i built on four major principles:

. hﬂ,ﬂmmﬁww-ﬂﬁ#m—
to make voluntary agreements at 8 workplace level without the
Intervention of erganisstins or indistrial tribunals subject anly o the
cbservance of & minimum wage calculated at an hourly rale and
Hatutory requirements relating to sabety and health matters:

= the absolute right of individuals 1o join or not to join trade unions. This
mwans an end 10 the closed shop:

®  the maimtenance of the principle that the conduct of all Austrablans
shenild be subject 1o the ordinary laws of Australia sdministered by the
ordinary courts of this country; and

= the right of irade univnists 10 assoclate on an enterprise, indusiry o
craft basls withenut arbitrary restrictions of any kind.

It follows from the above thal the Coalitlon strangly supports ihe right of

employees o fonm enterprise or company wnbions if that s thelr wish.

| used 10 believe that the solution 1w all our demaraation problesms was
w0 eflectively force the cratlon of large industry besed uniors. | no longer
itk b,

To me it s & grievous contradiction 1o argus on the one hand that what
Australia nesds is 4 bargaining system based on the wortkplace and yet
demy Australian workers the right — if they 30 choose — 1o associate
enclusively at & workplace level

In any event, the demarcation myth about industry unions was
refiectively demalished by the Business Council enterprise bargaining
survey published two yean ago which showed that even if the 1otal
nusnber of unions were reduced 10 20 then this would resuls in the

number of undons operating in the very large enterprises falling from only
five 1o four,
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Owr commitment ko the nule of lw mesns that we are toially opposed
o the creation of a specialist labour court.

One of the mammoth changes 1o the industrial relsthons scens in the
158is was the ascendancy of the principle that certain forms of industrial
conduct which did great damage to companies could b made aibject to
sdpudication and penally by the ordinary courts.

Section 45(D) of the Trade Practices Act has proved remarkably
effective in bringing o a prompt end predatory conduct by trresponsibie
[T

In my view there s no need o aibempt sy codification of the right o
striloe in Aciskralia.

As the Prime Minister hinmnself correctly observed in the wake of the
pilots” dispute in 1989, Tthere s a right 1o strike in Australia and it is
ewerrised”,

If the abortive 1987 indusirial relations legisiation ls any guide. &
revived attemnpt by the Hawke government o resoscitate the concept of &
labour couri which would assume jurtsdiction over Section 45(D) and
corranon bw remediss would amount 1o nothing more than the effective
destruction of thess hard won prolections now svailsble o Ausiralian
employers

Therefore the federal Opposition will Aght any attempt o sstablish &
separate labour coun or o codify the right o strike.

There s nio shorage of myths surrounding the industrial relations
debate In Auseralia,

The 1981-82 Woges Breokout

One of the grewtest myihs B thal our policy is bad beteuse it 5 &
re-run of the wages policy of the mwmm wfrer the then

Conciliation and Arbitration Commission abandoned the wage fisation
principles in fuly 1981.

That claim is totally false The wage break-out of 1982 did nor result
from the pursait of an enterprise based wage fixing system of the type
now proposed by e Coalition.

There were no voluntary agreernents in the sarly 1580s

The wage policy pursued by the Fraser government after July 1981 was

nid hased of ehterprise agreements.
Much of the difficulty which srose in the sarly 1%80s was caused by the

fact that as one system collspeed or became tnoperative no mechanism
wiisted b0 take over from the former sysiem.

Ironically — particularly in the light of the Hawke government's
(requent attacks on the Coalition over what happened in 1981 — the
jpresent no man's band of wage-fixation crested by the government / ACTL
rejection of the recent national wage case bears remarkable similarities o
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the situation which occurred in 1981

The government and the ACTL have combined 1o underming the
centralised system which has existed for the pass elght and a half years but
have no viable alernative systern to put in it place,

This is because the only viable alternative to the system followed for
the past eight and & half years is the policy espoused by the Coalition
Undet at circumstances will the Hawke government fully embrace thai
policy.

The circurnstances and policies of 1952 are light yesms away from what
e Cipposition now proposes.

Our policy provides that voluntary agreements will have the status of
awands and. 1o the extent that & voluntary agreement replaces of varies an
existing award, the product of that varanon or replacement becomes the
new award.

Cruclally, that new award only applies to the individual enterprise.
Under our policy the Act will be smended to prevent the Commission
having any jurisdiction over those matiers covered by a voluntary

The policy further stipulases that the Act will be amended 10 exclude the
provisions of & voluntary agreement from the matters the Commissson may
have regard o when it is bearing and desermining an industrial

T buttress this stipulation_ the policy further states that shouk! a trade
unicn take industrial sction designed to have the provisions of & volumary
agreement granted or incorporated into an award of the Commission 1o
which the undon s & party, the taking of that action shall be a ground for
the Commission suspending ot cancelling the award so far as the award
applies io, of is in fivour of, te union or s members.

These provisions are all designed 0 quarantine voluntary agreements
o the individual enterprises in question.

m#rmmlmﬂmﬂﬁn government (o
legialatively prevent the application of compamitive wage justice where
vﬂh-rmmm That s the effect of paragraph 2.20 of

the poliy.

T those cynicy who might well yawn st such legalisma, mutter darkly
ahout the veal workd and simply assert that any powerful unkon will “@he
in the fiek!” any puicy item of & voluntary agresment which carches its
fancy, let me sy that the real world of the 19905 is & millenium away from
the real workd of the sarty 1980s.

First. union membership has continued to fall through the 1980s,

The tide of history is clearly against the organised trade union
titrviernend g we have known it

As already noted, union membership has declined sharply over recent
years depite the unpamlleled politcal influmoe of ACTU leaders.
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The dramatic surge of marriad women returning 1o the workforce —
olten part-time — is bad news for iaditional rade unionism. Many of
them are suspickous of unions. Some see [hemselves as only lemporarily
in the workforce.

Add w0 this the innate disinterest of the young in gening any organ-
isation, leasi of all a union movement, they often see a8 fighting long
distant batthes of no relevance even 1o thels parents, let alone themsebves,
and you have 8 recipe for continued decling i union

Second, a8 | have already indicated, employers woday have a much
keener sense of thelr cormmon law and other legal rights than was the case
bem years ago.

The chamge om this front has been momentous. In 1965 the membsrs of
the Hancock Committes could still state with a collectively stralght faoe
that unlons could not be made subject 10 the ordinary courts because they
could not be expecied o obey the directions of those counts.  Such &
proposition would not seriously be sdvanced woday. In six short years
there has been something close to @ revolution of thinking and attitude
best encapsulated by former ACTL President Hawle, ot the height of the
pllow’ dispute last year, exhorting the sirline comnpanies 1o sue 8 union.

Third, the mass unemployment in manufacturing industry in
1961 / 1982 and the current high levels of unemployment have been eiched
o (he consclousness of the broad abour mosermen,

It was after all 8 Labor Treasurer, Paul Keating, who told Ceorge
Campbell a1t the 1966 Hobart conference of the ALP that he had 100,000
desd men around his neck”.

All of us have bewn mugged by the roalities of the 1980w and sarly
1990,

Future indusirial Relofions Reforms

Against this hackground | must say that some of the wage Increases
awanded by some Australian companies to their senior executives are
mucessive and have done nothing 1o encoursge the vasi bulk of the
workforce 1o believe that there has been a compirtely fair sharing of the
burdens of the curment recession.

1 speak only of & minority. Many executives hive been subject 1o elther
severe salary restraint or reduction.  bMany in middle manspernent have
ot their joba.  The reomalon has sbsolutely devastated small bumsinesses
throig ot the CouniTy,

Monetheless, there is an obligation on the very highly pald in the
corporate and financial community to understand the impact of
unreasconable wage sdjustments on the capacity of those seeking wage
restraint in the generality of the community w achieve that goal

The mclustrial relations policy | have spoken of today &5 essentially a
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development of that put tn place sarly in 1986 when for the first Hme the
Libweral and Mational Parties departed from the basic bipartisan consensus
in support of centralised wage-flaation which had existod for decades in
Ausseralia

The industrial relations debate has moved rapidly in recent months.
There I8 now much grealer support for the concept of workplace
bargaining

In partcuiar, | have under review the whole question of whether it Is
any onget appropriate for Australis o have & national wage case.

In an enviromment where enterprises have the option of remalning
within the award structure, emiering into sn enterprise agroement under
Section 115 or altermatively conchading a voluntary agreement cutside the
ambli of the existing industrial relations system, the question must be
asked as to whether & place really does exist for 8 netional wage case.

Finally, there remains the vexed but fundamental question of the
bederal fstute dichotomy which has affliceed industrial relations as pwch if
ot more than any other sectlon of Australian sconommic sctiviry,

Al heart | believe in a single Australis-wide perisdiction. | am not
ceniralist but [ am an econarmic nationalise.

A nation of only 17 milllon people can Ul afford the economic

provincialism which is often the product of divided legal and jarisdictional

Rapid change on this front would be difficult. 1 Commonwealth and
sate powet could be pooled then giant strides could be made townrds
eliminating many of the overlapping problems which now exist. For this
o be achieved, howewer, there would need to be widespread common
agreement on policy poals and objectives — no mean task in the area of
Industrial relathons.

I'have said before — and repeat it today — that as part of an overall
re-appartionment of power betwesn the Commonwealth and the siates |
would support & transfer of the industrial relations power to the federal

F_.

In other words, if the Commanwealth were 1o surrender 1o the sates
some responsiivlities more properly belonging to them then as part of the
kA the states cught to hand over the industrial celations power 1o the
Commanwealth

1 do net imnagine any of this s going o happen overnight but if we are
senous about radical, lesting change on the induserial relationa fron then
it ervast be put on the sgendta.
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AUSTRALIA AND THE WORLD ECONOMY

TOM DUSEVIC

My topic ioday s Ausiralla and the world sconomy, Semantically that
may have been fine in the Menzies e, but these days it just

mn‘m"m Jobin Donne’s 171h Century maxim that no man is an island
applies squally to insular medium-slged economies in the 1560s.

economic and polbitical thought s rooted i the conoept of
Australia in the workd sconomy,

Australia is firmly integrated in a changing world sconomy where
capial Nows move rapidly between natlonal boundaries and where
eronamic crises in the glant sconomies and market gyrations (such as oil
shocks, commaodity price slumps and sharemarket crashes) can
spread around the world, All this means that managing the Australian
economy is akin to sailing a small boat in huge seas — you tend to get
bumnped around a lot

Today | would like to look at & lew issues facing the Australian

as it battles to earn its way in the workd: first, trade and industry
policy; stcond, the balince of payments and foreign debt ihind, the state
of play im the world economy, commodity prices and the §A

Trade and Indusiry Pobcy

Protectionism effectively died in March this year, when the Prirme Minister
announced that most wrifts would be cut 10 5 per cent by 1996 (see fig. 1)
The msceptions were motor vehicles (15 per cent by 1999) and textiles,
chothing and footwear (a maximum of 25 per cemt by 1999). The botiom
line is that the effective rate of assistance (the extent to which damestic
value added in o particular industry is boosted by protection) will have
fallen from sround 35 per cent in the early 1970s 1o 3 per cent by the end of
ihis decade

There is now a broad free-trade consensus |n the Australian pality,
which is aimed at autting lmpon protection, boosting foreign competition
in domestic industry and hurther integrating Australia in the (niematonal
SCONOETTY.

The insellectual immpetus for this view largely comes from Professor
Roms Garnaut' s October 1989 report, "Australia and the North-East Aslan
Ascenclancy’, which principally called for the elimination of all protection
by the year 2000. As well, Carnaut stressed that Australia must take

sdvamage of the rapidly growing opporiunities for trade with the
dynamo Asian economies 10 our north. Australia is rich in natural

rescairces, while Asia bicks resources. As Aslan countries such as Japan,
South Korea, Singapore and Talwan become more middbeclass, they will
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incresaingly want western-styls conmimer produces.

Just on comparative advantage il seema there are tremendous erade
opportunities here. Garnaut sees Australia’s best opportunities in boosting
mineral exports (such as coal, iron ore and natural gas), agricultural
exports (such as beel and wool) and services (usch as education, health
and toursm)  Further processing of natural resousces (such &8 hauxite into
aluminum and agricultural products into food) is vital, says Garnaut,

But before these trade gains with Asis can be realised, Garnaus says
that microeconomic reform In a varlety of areas such as transpon
(particularly the waterfront), the tx system and power generation needs
10 be implemented to boost Australia’s international competitiveness.

Well competitivenes snd micro-economic reform are indeed the Lutest
somnomic buzz words. But what do these over-used terms mean and bow
far have we gone 10 make them real beyond the rhetoric? The next
speaker, Dr Clark, will fesh ous the latter, 80 | will takoe a closer look at
ilermational competitvenes.

is far more than the comventional definitions which
skmply look at wage costs and exchange rates. These two things play »
part, but | prefer 1o use the concept of competitiveness in the way iwo
Swriss bodies look at . They define it in terms of how conducive or
detrimental 4 couniry’s environment is to the domestic and global
competitiveness of enterprisss opemting within 1. S0 competitivenss s s
matrix of virues and vices.

Bach year since 1981 the World Bconomic Forum and International
Institute for Management Development have prepared the “World
Competitiveness Report’, looking at over X0 quantitative and qualitative
criteria, anking the industrialised countries in terms of the atitactivenes
of its competitive environment for investment and aggressiveness of s
enterprioes in work]

Despiie the recent hype and federal governmen initiatives, Austrafia is
sipping behind the pack in the competitiveness stakoes. Australia was 16th
in this year's report. Last year it was 12th and in 1988 it was 10th.

Actording 1o the latest report the recession, business fallures, suspect
corporate credibifity and the perception that Australia ks sull plagued by
Industrial relations probleins makes Australia an unattractive place for
foreign investment. While a volatile $A, a lack of managemen:t initiative
and an insular mind-set emasculates Australia’s performance on world
markets, the repon found.

Looking ar Australia’s Industrial structure and exports, the reporn
placed the nation in the catching-up category, with a small export
portiolio, chamcterised by & weak competittve position due to low market
Frowth and bow market share.

The weighted-average growth of Ausiralia’s leading 10 export

7 ICONOMICS 9 1
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indusiries between 1985 and 1959 was 113 per ceni — only Morway
showed slower export growth. In the 1990 repont Australls's weighted-
average share of world markets was 7 per cent.  This year Australla’s
market share has been squeezed 1o 6.2 per Cent.

The report also showed that in terms of geographic diversity.
Australia’s exports were heavily concentrated in the Asis-Facific reglon
Although if the much heralded Pactfic Century’ actually lhes up to its PR
povential. then this may not be such a bad thing

Turning now 10 the international arena, one must ask how well
Australia can (or bs allowed w0} compete in world markets and asser it
comparative advantage. Australia is hampered by the agriculrural
protectionism of Burope, the United Siates and Japan. By subsidising thrir
own farmers and pushing down commodity prices, thess countries make i
harder for efficient producers lke Australia to compete. The main hope
ior Australis lles in a sucoesshul resolution of the current Uruguay Round
of trade talks being held by the General Agreerment on Tariffs and Trade
(GATT). The current round is the eighth such round since the CATT was
established in 1947 and is the first o inchsde bharriers o sgriculiural rade.

The Urugusy Round is simost five years old now. The talks broke
down In December last year when the Buropean Community could not
agree to demands from the US and the Cairns Group of countries
(including Australia) for large cuts to larm export subsidies, internal
suppor and increased market access. The tallks started up again in March
and it s important for countries lke Australia 1o keep the pressure up and
mrake sure the parties stay at the negotiating table.

Clearty for Australis the GATT talks represent big dollars 1§ ssbsidaes
are ot cut, more Australian whest and dairy farmers will go broke and
successful producers will be foroed to the margin.  Removing agricultural
barriers in OBECT coumtries would boost real mrm incomes by 11 per ceni
in & single hit According 10 Westpac economists a continued drift o

and trade blocs could lower the kevel of COP by 1.5 per cent
ior §16 billion) by the mid-1990s. Australls is 100 small 1o fight ade wars

and must rely on trade diplomacy

Bolonce of Poyments and Foreign Debl
Perhaps the biggest economic story of the 1980s was the sharp
deterioration in Australia’s current account deficit (see Fig. 2) and the

iz 0 Australia®s foreign debt from 5 per ot ol annual GO o almost
35 per cent. The slide in ihe external sccounts bed 1o Paul Keating's oft-
quoted Banana Republic remark, the rise of the gloom merchant
economic commegntators and panic and mayhem in Ausiralian dealing

roomms at 11.30 on the morning of an ABS monthly balance of payments
Telease.
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Figue 7 Current account deficit
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What were the reasons for this deterioration?

* The surge in borrowings 1o finance the much-vaunted (but failed)
resources boom of the early 1980s

*  The era of large Budge: deficiis preveding the 1962-83 recemion.

* The collapse in commmadity prices and, of course, the terms of itade,
wihich devistaied the nation’s export income in the mid-1980s.

*  The surprising spending boom ignited by the relaxstion of monetary
policy after the October 1987 sharemarket crash which sucked in a
poultice of Fnport

5o how did this translste into the growth in foreign detw?

One way of looking at the current account deficl is as the excess of
domestic investment over domestic saving. The extent 1o which domestic
investenent uch s in plant and squipment, roads, bridges, sirpors and
housing) sxceeds domestic saving [the part of national income not
comsumed ) mrust be financed by the savings of foreigners, or capital nflow.
And thar's hiw you get the two sides of the balance of paymenin — the
current account and capital sccount. By definition, the carrent account
defici s equal to the capital sccount surplus or vice versa.

From this starting point we can tell the story of the rise in the foreign
debt. The initial widening of the goods and services deficit in the early
part of the decade was financed by increased foreign borrowings on the
capital account, helped by financlal deregulation and the removal of
capital comtrols (see Figures 3 and 40 This incroased stock of foreign debt
hadd 0 be serviced, which showed up s an increase in the net income
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defickt on the curnmt scoount. |n turn, the larger curmens accound had 1o b
Enanced by incroased capital inflow and so on in & process that took on the
characuer of an increasingly nasty debt trap.

Indeed, with 8 marked improvement in the goods and service pan of
Uhet current account, the interest payments on past bormowings (shown in
the net income part) now account for more than the whole current acooant
deficit. True, the botiom line on the curmend account has mproved by 30
per cenit in the first 11 months of the 1990-91 fiscal year and looks like
comning in o around $16 billion — less than the government’s forecast of
an $18 billion deficit. But the improvement has largely been cyclical in
manire, with import spending reduced by the fecession.

The danger is that when the economy picks up in the second half of
this yesr, the current account deficil will worsen again. The only way o
Hﬁﬁlihhﬂldﬁﬂﬂhhhpﬂ;lﬂmpﬂﬂm
CUTTENE SOCOUME 10 IN0ve I @ big sarplus

In epposition 1o the ruling foreign debt "doom and gleom’ school has
emerged & group of eohomisis who srgue that foreign deb is ol worth
winrTying about. Lad by the Australian National University's Professor john
Michbord and the Liniversity of Queensland’s Tony Makin, these sconormiss
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say the butkd-up in foreign debt has allowed the domestic sconomy 1o
expand i productive capacity and, in the snd, gensrane mone meome.

They argue that the balance of payments is betng driven by & benign
capital account (of productive investmends), and not a deterioration in the
trade account, or as some argue, by a damaging caplial account
(speculators attracted by high interest rares). Foreign savings are being
aftrmcted o investmenl oppormunities i Australia, allowing the sconomy
to live beyond i3 means through the widening of the current account
delicit, they argue. But the bnressed kvestment will deliver profits and
export earnings, allowing the nation to service the increased foreign debt

This batsser fuiee argument asks governments 1o keep out of the procoess.
The investors will sither make money or go broke, based on the prudence
of their decisions. Why should government’s anempt 0 wreck these
n v estmmenid oppporiunities with high nterest rabes to mprove e bakince of
payments, they ash. The seli-regulating nature of markets (with cormecting
mwchanisma such as exchange rates) moans they are more tlely to get it
right than governments.

This debate still rages, dividing academics and professional
economists.  Mevertheless, whatever the final oulcome, the so-callad
Phichiord line has wempered the alarmist concerms surrounding the foreign
debt. Even some of the diomsayers are now questioning the conventional
wisdom that Australia’s current account deficit and foreign debt problems

Fique ©  OECD forecasts — Australio and # indusiriclised world

Fawe 5o Oubpet Figue S0 Spending
GOP /GNP % Domentic demond, L




probicses.

One other important new development in this ares. as chronicled by
my AFR colleague, Micharl Stuschibaury, i the grest
wwap going on in the Australan economy (Figure 4). Much of the rise in
Australia’s foreign debt in the 1980 comes back to the rise in foreign
borrowings by Australian companies to finance takeovern, here and
overseas. Capital inflow can appear in the form of either foreign

o eqquity inflow (that s, increased forrgn ownership).

In the 1950s and 1960s, most of Austrabia’s capital inflow came in the
form of equity, ralsing concerns about selling off the farm.  But in the
second half of the 1980, more than 100 per cent of capital inflow came
from foreign borrowings (the bit above 100 per cent financed the offshore
explois of Australian companies, llke Bond, Elders and TNT in their quess,
as one could pul it 10 Fosterise the workd). Australia brieflly became an
exporter of aquity copital But with the collapse of what The Econoist
clled ki emtreprrnesrs austmismes (risk-wking, dets carying. southern
manl, the debs hoom has gone bust. The high-flvers are trying 1o pay off
their debes by selling their assets to foreigners. Once again, equity
comprises a large part of Awstralia’s capital inflow.

Although the foreign debt should level off, Australia’s forelgn
liahilities will keep growing as foreign ownership increases.  Like debt,
foreign ownership has its downaide. Instmad of interest payments, il is
overneas dividend payments which will show wp on the current sccount’s
nt incorme deficit.
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Bt the government s sense of urgency over the balance of payments
has subsided over the past year  [nflation is the number one policy arget
ifig. Sc). Part of this change In direction (and rhetoric) has been the
amaring resilience of the $A in o climate of falling interest rates, falling
commadity prices and only modest tmprovement in the external accounts.
1 now mam to the likely course of these factors i the coming 16 months.

State of Play in the World Econcmy

Dieupite an 11 cenit drop in Australia’s terms. of uade (the ratio of
mbﬂfpﬂhﬁ#mmﬂmm:ﬂ:
cuts (from 18 per cent 1o M5 per cent) since January 1990, the $A. has been
rernariably steady. Some sconomists argue that the A will have 1o fall to
fmprove exporters’ price competitiveness and thus help the balance of
poymenis. There have been attempts to talk down the currency (most
notably by Reserve Bank chief, Bernie Fruser). This so-called mw-boning’
may not be necessary f you conskder the latest forecaats on commocdiny
prices from the Australian Bureau of Agricultural and Resource
Ecumomics.

ARARE describes the shor-term outlook for commodities as very weak
due o the slowdown in the workd economy. With further falls expected in
conamodity prices in the carrent 199192 financial year. the drop in the
termms of trade will put downwand pressure on the b4

As well, the forecast fall in export sarnings will make it harder for
Australla o service §is $1305 billion net forelgn debi.  Weaker terms of

trade, and therefore lower
Figue Se Corrent A/C national income, should keep the
S5k Auurolia 198892 {mt | current account deficit stuck at
around 475 per cont of GDI next
year, according 1o (he Federal
latesl forecasts.
But the ABARE forecast for
commaodities and the world
4 economy is distinctly more
pesimistic than the growing
COTSETAES ATOnE Privale secior
economists, who see a pick-up in
commodity prices, support for
ithe A and & susiained revival in
the wiorld scomoemy in the second
half of 1.

In its latest semi-annual
‘Feonomic Outlook’, the Organ-
isation for Economic Cooper-
aron and Development paints &
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rosy phctire for & solid recovery in the world economy. The
recessed Anglophone economies wuch as the United States, Britain,
Canada, Australis and New Zealand are expected 1o bounce back in the
last mix months of this year, whils the looming slowdowns in [apan and
Cermany are seen as being only moderate.

The optimism is based on a rebound in business and consumer
confidence after the Gulf War, falling global interest rates,
short-termn rates, inflathon has been controlled, despite the crude oll shock
o prices; fiscal polickes have remakned structurally tight; and, better
management of the business inventory cycle, which means » rise In
demand will translate quickly imo higher ourput.

Although Australis’s major trading partmers are tipped o grow by 3
per cent in each of the next three half-years, Australia’s growih will be
more modest. rising from a dismal 02 per cent in 1991 io 1.8 per cent in
1952 Consumer price inflation in Australis is tipped to fall to 4 per cent
naext year, but the unemployment rate kooks like being stuck o1 sround 10
per cenl e Flgures Sa=5e),

Our proximity to the rapidly g Aslan reglon, however,
o L e T S e e
penetration will se & deteriorstion In the current account deficis and. by
implication, an increase in the ratko of foreign debt 1o GDP. Thar's why the
government is being mare modest in ity forecasts these days. Kevping a I
on expectations, while our neighbours enjoy better times, will be a
challenging exercise
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Despite the Impression given by syllabuses and most lextbooks,
Australia’s external account i# not something which can be
divorced irom domestic policy issues.

Indeed. st the very root of our high carment accouni deficit and foreign
idebi 15 & daikire of policy-maken to encourage three things
*  higher savings by governmenes, househobds and business.

* TN invesimnenl
®  grember productiviry growth,
The first fwo of these are best discussed in ndem; the third separasely.

Recent medis focus on the unemployment rate has obscured an even
greater problem plaguing the Australian economy — the fact that both
wvings and investment have fallen to their lowest level for many years.

Without & sharp pick-up in both these by varables, Australia has no
chance of reiuming 1o 8 more socially scceptable unemployment rate. bel
alone solving its current gooount and foreign debt problems.

Bach month, our current account deficit reminds us that we prefer 1o
spend fof today, rathes than save and nvest for tomorrow,

Evury deficst figure tells us that ance again we have relied on foreign
mvings 10 help pay fof our imponts and (o cover the fact that wo sve less
thar we spend and inves.

Thus to achieve o long-standing improvement in both our current

account defich (CADY and foreign debt requires urgen! measures to
mncrease boih domestic savings and the level of investment

The Hard Facts on Ausiralio’s Savings and Investment Problem

Savings:

o in e lot 1970n, the Ausiralian howsshold 1aved abeul 11 per

canl of iy aheriox income. By the end of the March quones 1991, this
ratic hod kaller o o mere 4.0 per cont [see Figus 1).
While business savings increassd over the same period, with the
exceplion of the sarly 1¥80s recenion and the curent one, and
gereenimant improved ke o while in the loe 1980, these rises
wars for from to compansale lor this dramatic longaerm il in
housshold sorving,

* O 1990-91, twa key mecaures of business savings — the prodit share
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of tha notional coks ond business [pure-tza o sale) —
e Iolken ﬁml*nmmm:WIM
1B Wa's 221 Poolit Mondior' showed thal the ratio of net prolit
e lurncwsr bor 100 of our losgest indhairial companies hos lollen o 4.4
poet i, compared with a boom paok of almost & per canl in 1988

* Gowemmen have ol lollen domofically. Indesd, the puble
soclor b Pow o a mot bomowsr. In 1988/89, the public
sacior i a whols mpaid squivalan! i some |.5 per cent of GDP.

e 2 par cont of GOP. Wone, over 1991/92, bormwings are Bhaly b
e cbout $14 billon — or 3.5 par cont of GOP.

Investmant:

* Betwnan the June quaner 1989 and the March quoner 1791, businen
Irwastment in plont and equipmend fell by 20 per cend in real erms. Cher
the some paricd, inesdmant in ngs ond shructures [othar than
dwallings] lell 19 por cant in recl wems, with he bigges folls in both
colegoras eotuming in Yk

* The bigges kalls in invesiment howe been in the service: seckr, parfic
ey in hobely ond rescrt, ond in financial services. PR,
ot least uniil very recently, kap! growing bul harther bn by
mriineral prices could send B dowrnwords over 199152,

» As o resull, the ratic of buileess invesimant to GOP, ober iy
highest leval lor many years over thae fint holl of 1969 — 14.2 per cent

+ Locking forwords, the lotest Austrolion Bureaw of Siafistic wervey of
butiness investment inlentions wggess that business investment will

with o loll of of least 1015 per cunl In mal imems lely

over 1991-92. A similar privale mwdnﬂﬂhrhhm
Conneil ol Auvstralia, wggeih o vimilor .

* Ax o rewll of the downburm in inveslnan, real in our plont ond
squipmant copital siock has kallen sharply and to cortitiue koalling.
Acosi Economics expech il o grow of under T per oenl el Grnim ovee

:

1991-92, with o rate of ower & par cant in 195889,
This will send this key i @ wvel below wven that recched in tha
mid 1970n and sarly 1980s, that we will not even have
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While the current recession has sent both savings and investment inlo a
free-fall (see item above and Figures 1, 1. 3 and &) sverage savings and
mvestrnemt levels were not very mpressive over the past decade and are
uﬁynﬁﬁwnﬁnhﬁ“uﬂpﬂywﬂm
5 00T AR

Or to put mmmmmmmmmm:n
achierve capital stock and output growth of 3 per ceni per annum over the
next few years, ot fued investment has 1o rise 1o sbout 35 per cent of
real GDF. Yot over 1991-82 b i expected o come w oitly aboot 11 per
cent of GIN.

Moreover, even f fixed investment does recover markedly and rises to
25 per cent of real GIN, if savings do ot increase over the same period,
thie CAD will Blow-out to B-9 per cent of GDT, compared with iis curnend
mecession level of between 4=5 per cent of GDP,

In other words, our savings and investment problem should be seen a5
wo shdes of the sme cotn.

Saving

Three groups save in Ausirallan soclety: households. companles and

Household savings usually fall in recession as unemployment rises and
tweincome householkds become one tnoomme ones. Business avings also
usasally fall, as demand and profits fall Finally, govemment savings fall
as revenues decline, the dermand for government services and weliare
P yments rises and govemoment budgets go inbo defici.

Unfortunately, the 1990-9] recession has proved no exoeption (o these
three rules. All three groups are saving bess, & & resalt of the recessior.
Indewd, governmenis ane once again net borrowers, rather than net savam.

Fifty years ago the prevailing community sthos was that you did no
borrow money to buy things you could do without You saved first. The
ethos now seems (0 be — buy whatever you want provided you can
bosrrow thie money.

The muin factors which determine (he household sving ratio — the
mﬂmmﬂhm— .

¢ The experience of savers, their social attitades, and scquired life-atyles

For example. the Depression generation’ — persons who sufiered the

tritulaiions of the Greal Depression — were meach more likely to save

than persons currendly in thaelr 206 and Xn
# The standard of living and distribution of income and wealth. For
mample, Australian housshold surveys have shown that higher

Incoime groups save mOTe than fower inCome ones.

* The age siructure of the population. An economy with a younger
than other economies is, all other things being equal. likely

b have a lower saving ranio than one with a much nider one.
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»  The extent of government support available to the aged. There is mare
incentive to save in an economy with linde government assistance for
retirees. than in one with {ar more generous support. This is one
reanon, lor examiple, why the jspanese siving rutio is very much higher
ihan most other econbmbes.

*  The curreni and expected rte of inflation. For examiple, i you expect &
high rate of nflatkon over the yrars ahoad, you might be encoureged 10
save more for your retirement than If you expected a low of
inflation rate, s &8 o protect yourself against the effects inflation
have on the real value of your savings. Abernatively, you might
conchade that it is smply not worth saving

»  Tewation arrangements. For example, an increase in inooene s mbes
lsaves wage and salary-carners with less disposable income 1o either
KAV OF CONSume.

The incentive o save can be greatly reduced by mxation of the income

ained, if the saver is firsd taxed on his or her income via

inooms tax, then wxed & second ime on any income they may eam from
saving parn of their disposable income. Interestingty, the savings mtio was
at ity highest when income tax as @ proportion of total household income

wiss @ fis lowest — in 1978-T9 [see Figure 1),

The recession has also hit business and government savings very hard.
The former have been cut by the all in dermand and profies see item on
pages 445 for more dietails) and the latter by incraased demand for social

and reduced government tax revenae.

The forecast for 1990-91 was for a Publle Sector Borrowing

{PSBR)/GDP ratio of 0, meaning that the public sector was
intended to be neither & net saver or borrower.  However. the 2 per cont
iorecast for 1991-92 means that i will go beavily info the red.

This is particularly disturbing, given that it ook from 1961-42 to
198889 o get the public sector into & saving mode  That mode has now
ended, as tax revenue has coflapsed and the dole queuss have lengihened.

The drain on local capital markets from the rise in governmen

I8 lkely b total shout 87 billlon aver 1991-80. This Increassd
demmand for funds from the public secior manns that imerest mies will be
higher than they oiherwise wiolbd have been,

With Australia in recession snd likely w experience lower growth i
saving over ai keast 1991-82, it s cracial ihal we take urgent steps o mis
our svings ratio. There b also & crucial intemational development which
adds to the urgency.

In the early 1990s, the slowdown in the Western sconomies has
temporarily hidden the growing gap between growing demand for
investent funds and falling savings bul when the upturm begins agakns
the gap will place upward pressure on international interest mies.  Over
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the 1980s, the grest supplier of foreign capital was Japan but outflow from
i s Hiely 1o moderaie. a3 the Japanese uke sdvanage of higher interest
rates at hotme and savings bevels (all.

This mwans that economies like Australia which rely hoavily on capiial
inflow are likely to find themselves facing stiffer competition foe the
available fands and higher interest rates over the 19908 Governments will
abo find B difficult 1o increase Lhetr savings ai the same rate as they did
over the 19808, as the easiest steps In fiscal tightening have, in most
countries, already been taken.

The options available 1o enccnirage Australians 1o save more include:
* Further reductions in personal income oy and for reductions in tax on

IRCORE el bn favings sorounts e
* Funther encouragement of superannuation schemes. The more

Ausimaliare who comribute 10 such schemes, the greater will be our

navings level and the greater will be the pool of local investment funds,

However, while industry superannuation schames will certainly

incresse funds lor invesirment purposes thetr full impact will net be fel

untl well irto the next ceniury (see Figure 4),

* Campaigns 10 get Australisns 10 put more funds in government

*  Introduction of Tax Exempt Special Savings Accounts, based on a
alreacy in operation in Britain. This is advocated by the Left of
ALF. Buch accounts would encourage small savers 1 invest a
lmited amount for o fived period and offer tan-free inserest W
depositors. |t argues that they would boost domestic savings,
providing a tax concession 1o wealthier Australians who already do
et of the saving.
* A re-assessment of the curnent trend towards sarly retirernent.
" mmdummqu
further reductions in ifcome and company axes.
While nore of these moves In lsclation would guarantee o marked rise in
F savings ratio, we must reverse it 19808 downwards trend aver the
19808, if we arw fo ever escape our current account defict and forebgn dekn
traps and get Interest rates down 1o levels closer to those of other
developed reonomies.

Imvestment

Turning to the othet side of the savings/ investment cokn, nvestment is the
engine of econammic growth, 1t s the major source of productivity growth
and hence of rises tn income and living stanclanda. It crestes jobs, raises
demand for goods and services, and incresses profits.

Investinent levels are determined by a whole host of factors. Four
factors. though, are glven special emphasis by mademn sconomists
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*  The level of interest rates. These can be & very important influence on
the comt of borrowting and hence expected profitsbility.

the cost of investment funds (see Figure 5.
Howrver, under particular tax regimes high rates can also
some forms of investment. For example, 8 Reserve Bank study
that If interest rates rise entirely because of expectations of
higher inflation, housing investment may increase, rather than
decrease. This s because with higher inflation, the value of the tas
deduction lor nominal intevest cosis rises, whereas only the real
portin of the capital gain is mved (see Figure 6.
Sll, investment bs generally regarded as the moit intetest e Sensitve
component of aggregaie demand, with the real (after tax) interess rate
being the key one. In formal Language. one would sxpect o wee a
negative relationship between investment and the level of real interest
rates.
However, In recent years this texibook bogic has been confounded.
When investment was highet, real interest rates were not lower but
higher. Indeed, investment was higher over the second half of the
1960k, despite the fact that the real mierest rate wis grnemily higher
than over the frst half of the decade.
This may have been a product of the demand for investmeni funds
driving up interest rates but it still casts serious doubt on textbook
discussion on investment and interes! rales.
* The level of dernand. [ dewand rises, then producers are forced o
ivest in niw capacity.
* Technological change New technibques requine new investment.
= Whai Kevnes called the ‘animal spirits’ — unmeassrsble factors which
can be very impartant influences on mvestment decisions. For
exarmple, if and interest rates are hghly volatile, decision-
is more and investrnent is [kely 10 be discouraged.
These ‘animal spiries’ will be especially critical over the 1990s.
Char biggest investment booms have been associated with the mining
booms of the early 19708 and early 19%0s. With the depreciation of the §A
im the mmicd 19808 camme hopes of 8 rassive and sustamed mvestment boom,
which would assist import replacement and sxpan diversification.
However, much of the plant and equipment invessment that did finally
oorur in the late 19808 went into the non-traded goods sector or merely
replaced worn o outmosded plant ard
This reminds us that simply more investment over the 19908 is not
enough though. We have 1o get mmach mare Investment in our iraded:
goods sector. To achleve this will require:
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*  Increased domestic savings — as discussed above.

* Good company profits over the 1990s.

" :ﬂmatﬂm-n-hmwm

*  More stable growth in domestic demand.

o  Measures o encourage more foreign nvestment in our raded-goods
sector

* Changes In our tax system 1o discourage speculative investment and
encourage investment which will help expand exports and stimulate
mport replacement.

For example, & study done for EPAC (Frecbairn, 1990) found thai

investment in productive activity Is taned most, while property

speculation is taxed the least. It found that assurming an inflation e of 7

per cent, an individual on a marginal ax reie of 4825 per cent and a real

rate of retumn of § per cent who invests in their family home pays no s on
its capital gain. If they invest in comemencial property they face a wax rate of

17 per cent. However, if & corporation invests in plant and equipment it

faces an effective rabe of about 80 per cent for between five 10 25 years
The Left faction of the ALP has also called for the sstablishownt of a

Mational Development Fund 1o provide capital to small snd med ium-sized

Firrs who are unable 1o ralse funds from other sources.  Howsver, this

was the approach was tried by the Victoran government and State Bank in

the lnte 19608, when they tried to pick “winners’. The anly trouble was the

‘winners’ picked were largely those which private sector lenders had

rejocted. As a result, hundreds of millions of dollars of taxpayers’ money

was lost and Victorians will be paying for these losses via higher State

tanes and charges for many yearns ko oo

Austrolion Productivity Trends

Finally, there is the related problem of our appalling productivity
performance in recent years (see Figure T) despite all the talk abou
sructural change and restructuring of our industrial relations pracoces.

Australia noeds to make much greater effon 1o mise the productivity af
it workforce, Over the late 1980s, employment growth was very high by
workd standands but growth in real eutpus per employee and the inflation
raie were far less Inpressive.

Uniortunately, proguctivity is like love — & many splendounsd thing

o measure it usually use GDFP at constant prices divided by
ity -heolirs woorked over the sarme tie period.

This approach gives the impression that it 1s & measure of the
contribution of bsour to outpuat growih bt i s nothing of the sort. [n o
labour productivity growth can also be o product of an Incresse (0 outpu
from the introduction of superior machinery which requires less
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productive. less skilled labour, improved supervision snd management of
the same workiorce; or the discovery of new mslerials or energy sourtes.
Should, for example, ihe Introduction of & labour-saving piece of
machinery, which ralses output per worker by, say & per cent, result in a &
per cent rise in pay for that worker — ora 0L 1.0, 20. 3.0 or 5.0 per cent rise?

With most modern lechnalogy, B is impossible to quantify the precise
respective contributions of labour and capisal 10 increased productiviey for
one cannot measure the value of capiwl independent of the rate of profic

It i also especially difficull to messure sccurately the productivity of
the two-thinds of our workforee who work in the services sector. For
example. if 8 twacher or an scademic has 1o lecture o classes double the
sire of previous ones, is he or she doubily productive?

Unfortunately, progress with basing wage rises on genuine
productivity increases has not bern as successhal 23 was hoped when the

was agreed (o in 1987, ander the Aocond bark (11

Indeed, productivity-based wage rises have shown rwo interesting
characteristics:

*  Industries with the highest matics of povernment emphoyment, such as
communications, electricity, pas and water, and public administration
and defence, have passed on these national wage increases faster than
other industries with less povernement invalvement

* Industries more subject to competitive pressure have not passed on
such Increases s quickly.

For example. the mining and basic metal products industries have not

passad on these wage increases a8 rapidly s the more highly protected

textiles, clothing and footwear or transport industries. Hence the key
promise of the Acconds Mark V and V] 10 encourage much more “sward
ARS havs four ralm alms:

*  To increase employes productvity.
* To create more interesting and challenging jobs by emcouTtaging
o increase their training and skills and 1o soquine new skills
i industTies undergoing rapkd structural change.

* To streamiine awards by reducing the number of different job
clamifications, thereby enabling empiloyers to make mare efficient use
of their employees and employees to be mare flexible in their job
chokies.

+ To encourage ‘multi-skilling more suitsble 10 Wi rwentieth century
wechnology than 1o the nineteenth century arrangements on which
many of our current awards rest. In other words, o break down the
tigid barriers berween the various trades which cruse demarcation
disputes and hinder productivity growth.

An excellent sample of the need for ARS was the rdiculous skhaation in
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many lactories until recently where only electricians were allowed 1o
change light bulbs, even in the administration aneas.

Another was the fact that only members of the Waterside Worken'
Federation were allowed to pack and unpack cenatn containers, sven i it
wis done kilometres sway froem the docks. Farmens, for example. were not
allowed o put their export produce dinectly into thelr contatners on their
e,

The need for urgent ARS is confirmed by the results of a Business
Council of Australia survey. entithed “Enterprise-lased Bargaining Linits:
A Better Way of Working', relessed in Labe 1989, It found:

* Thete bs compiderable talk in Australian enterprises about increasing
procuctivity but relatively litle sction,

¢ Very low are with alternative remunemtion
T e oS r e

*  There has been lnle progress in reducing the sumber of unions which
mwwmuuﬂhmmlﬂw
betwern unions 10 represent employses (n a plant add to employers’
difficuities.

The purvey found that almost 80 per cent of workplaces have mare than

one unkan;  more than 50 per cent have four or more unions; 29 per cent

have between siy and 10 uniona, and abosit stx per cent have eore than 10

umians,

*  The average workplece had one industrial incident a manth. Sinoe hali
the plants were Incident-free. this means that many workplaces
averaged at beast two incidents per month.

*  Productivity of both labour and caphtal could be by up o
25 por cent i there was significant reform in our In
the report jound examples where productivity in Australian plants
was between 20-50 per cent lower than in comparable plants
overseds.

The Business Council suggested we have no cholce bus i

*  Reduce the number of awards covering employees in @ workplace by
amending the industrial relations act 1o allow employers and
employees the option o en into ‘comprehensive enterprise
AETPEINENE m-ﬂhmm and provide & parallel
stream of work regulation 1 the general awand stream.

* Work towards & siiuation where one union could represent all the
rmployees in one workplace and with the Indusirial Relations

The federal Opposition’s industrial relations policy suppons such
suggestions and has particularly emphasised the need 10 decentralise our
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whole industrial relations practices by encoumging much more enierprise
level bargaining

Meliher the IRC nor the ACTU can guampies that there will be wage
rises hased o gemuine productivity increases under the ARS proces.

The Workplace Reform Centres set up by the Depanment of Industrial
Relafions o foster award restructuring can only assist employets 1o do an
tnadustrial relations deal with the unions. They cannol guaranter that a
grouine productivity tnsde-off will be realised. In fact, in many industries
the agreed trade-offs will be very much a product of the respective
bargaining powet of both employers and unions, rather than & rewand for
i genuing productivity Fise.

The IRC commitment w0 only rubber-stamping indusiry sgresments
mﬂwmmmmmwmm
in measuring productivity change in & modern sconomy.

Indend. the whole ARS package resis on the assumption that incroased
training sutorratically priduces highet productivity frem the smployee.

More fundamenially, it assumes that each grade of employment has &
measurable level of skill attached 1o it and that once employees have
rrastered that particular bevel of skill, either on the job or by anendance at
off-ihejob courses, they automatically ineresse productivity and thus
deserve i be i 8 higher wage bracket

But the mere anatnment of a certificate, diploma or degree does not
guarantes that the holder is mutormatically more producnve.

Im fact, the most successful modern industrial nations, Japan and Wes
Cermany, have never stressed certificated, off-the-job training but &
judicinm mix of on-the-job training phus off-the- pob training if necessary

Indeed, some of the biggest companies in both countries run their own
in-house colleges which achieve results more than comparable with off-
the-fjob imstinutions.

Business and the public sector need more people with quality basi
skills — who can calculate, read and write proficiently — rather than
merely more and mote persons who, becawse of their paper qualiications,
eelieve that much work that needs to be done is below them.

In mid 1991, critical discossion of the whole Acord process wias
scoeberated by an interesting new book on Australian industrial nelanons,
Labor ged Prosperity and the Ninrtien, written by two Labor Council of NSW
ek
Its authors, Michael Costa and Michael Dy, argue thar
#  the Accord Mark V1 is s nonsense’;

o the ACTU s policy of unlon amalgamation is fundamentally flaweal,

¢ the unlon movement is becoming increasingly irrelevank

* the manuiacturing sector based model of award restructuring “ust
won' | work” if impossd on other industries. and
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* a market-onientated, free bargaining style of unionises that promotes
diversity and Nexibility Is essential

Ondy a few years ago, argumenis of this kind were simply dismissed as

Mew Right' Olearly, the whale industrial relations debate n Australia is

becoming awch lew ideological and much more ratonal and

In April 1969, the then Minisier for industrial Relationa, Mr Peter Morria,
Lake! dovwem the principles aceonding w0 which awarn] resirocturing rust occur

Negotiations at the industry and award levels need 1o be

complemented by discussions ar the enterprise level: it is,

ultirnately, at the enterpriss level that restruchuring sgreemenis will
be implemented and the benefits derived,
The statement of principles is one thing: (heir application another.
Workplsce teform in Ausiralia is wo important to be left solely 1o
industrial tribunals, erployers’ organisations and trade unkon.

It can only mucceed i it is done from the bottom up, rather than the top
down, thereby involving ordinary Australian employers in the whole
restruchiring process.

Inderd, some commentator have argued that the whole deal reinforces
the already inskdious Australian belief that incressed productivity is ‘their
— Le the employery’ — sole resporadbility, when in lsct what Australia
really needs is 4 joint employer-employes campalgn 1o ralse our
productivity levels.

In s, whichever party runs Austraiis over the reat of the 1508 will
have no choor but 10 provide more incentives 10 Australians to save and
remove many of the current disincentives against usines investment, [
st also take urgent steps to improve our productivity prriormance.

Otherwine. we have no chance of permanently reducing our curment
account defich and foreign debt. except by keeping the economy in
peranent recesslon.
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THE CHANGING ECONOMICS:
AT HOME AND ABROAD

CARCL J. AUSTIN

| was very pleased (o accept this Invitation to address the MNational
Econoemnics Teachers’ Confermnce.

I'haver bewen asked 80 talk this evening about the sublect of international
trade. The lssues of international trade were once the preserve of
econamiss. but now there Is much wider interess in the topic

A decade ago firw were familiar with the conceps of the balance of
payments’ of ‘current account”. This bs certalnly not the case loday. These
dayn, such berme are pan of the lexicon of the wider community.

Whal lies behind this surge of interest in the “dismal sclence’ is the
pathous state of our balance of payment, and the seemingly ndless “red
Ink" of the current account deficil. rather than the thins for knowledge.

Numbers such as the monihly balance of payment figures are bt cone
measure of Ausralla’s intermational trading performance. Vet even if we
ke a broader view, the picure is squally blsak.

We tend (o think of pursslves a8 a great rading nation — as we once
wiete — bul the lacts sit awkwandly with this

mmummmmmuwmmmu
1.3 per cemt in 1990, Owr ratic of exparts 1o GDP is only about 16 per cant.
hummﬂnmm-lﬂuym;lpwnlluwl
exporied, yet we do not. Matlons of a similar size — such as Austria,
Switzerland, the Netherlands and Taiwan have a lar higher proporton of
exports 12 COP.' And remarkably the city sates of Singspore and Hong
Kong have exports the value of which exceed their GDPY

Logk would suggest that Australis should be an exporier on a scabe
sirnblar to those mations, but instead we are predominantly domestically-
orienled like the sconoemic gianes of Japen snd the US. The popular view
of [apan a5 alfrost obsesstvely export oriensed is quite inacourate In truth
Japanese expors sccount for & small percentage of that country’s GDP 2

Rmerving differences is one thing — making judgements about thelr
melevance b anather, quite separaie maner. For that resson it is legitimate
to ask whether it really matiers that we have & relatively small exposure o
workd ade.

On this cccasion, both theory and pracvice are in agresment! An open
trading system allows small economies such as ours to specialise in &
limited range of goods and services. Sweden, Switzerland and the
Nethrrlinds are good examples. In these countries intra-tndustry mrade (s
very mpartant. Swaden for instance i both a large exporter of cars and

I Fur shis and submacguent releranon, s ke o page S
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smultaneously a large imporiet of cars. By contrast Australia is lrgely an
exporter of primary products and importer of the sophisticated
manufactured products of countries such @ Sweden.

Wi moed 10 furm this around, so that the reality becomes 8 better masch
wiith our view of ourelves 23 s strong tding naton.

However the degree of openness of an scomomy i quite separase from
the health of its balance of payments. Australls could run conceivably &
urrent sccount defict of 4 per cent of GDT with exports running at 15 per
cent or at 50 per cent of GDP. In either case one s faced with sither

reducing imporis or expanding expors. 1 is pretty clear which i the less
jpairful rouie For the soonomy.

Creating Competitvenes

So what is invelved In increasing our expon penstration ratho?

Imernational competitivensss @& mday constantly cieed as the answer.
The term has become the buzz word of the 15505 11 is embraced with
enthuslasm from Wollongong to Washington. Bus | should register &
warning There are no simple, painiess means 1o address structural
rigiciities and 10 resolve deep seied underiying probles. In my view it 8
viry much a mather of Ko fain, fie guin.

This having been said, there are some challenges being Liid down o
the prevailing orthodony. The prevailing wisdom of the links between
iactor endowments and industry structure have been shown to be

at best. In the same way, the resilience of japaness exporters in
the face of massive swings in the yen exchange rate has tarned much
competithoeness theory on its hesd.

If we are 10 make sense out of these apparently unusual developmenis,
wi nesd 10 be prepared to consider alternaiives to the conventional
wisdom and also look cutside the narfow ¢obfines of ecohomics for pew
insights into the sources of campetitive sdvantage.

Some years ago, Mikhail Corbachey wrote 8 book called Permtroda —
Mew Thirkisg for the USSR and the World, In my view there is also a nead
fior sorre ‘rew thinking” in the area of advantage.

A valuable contribution has been made by Professor Michael Porter in
uwmmmmqmu He talks abirut
a for:

... maw bools — s approsch 0 comvpetitvensss thal grows directly

out of an analysis of tnternatonally successhul industries, without

regard ior traditional idevlogy or current indellecrual fashion. We
need 10 know, very simply, what works and why. Then we nesd to

apply e 3
Porter concluded that competitive sdvantage is cmatad not inherited.  In
the sophisticated industries which form the backbone of any advanced
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CODOMY, & Natkin does ot inherit bul instead createn the most imponant
lactors of production - factors such as & skilled human resources or a
strong schentific base ¢

Strikingly, the creation of competitive advantage is the result of
‘innovation’ by compankes, not countries. Such povation, in i broadest
sense, buikis strong brands, a reputation for superion customer service or
product customilsation. superion sechnology, of matieting and so on

Innovation sees ‘disadvaniages’ transformed into new means of
competitive advantage, through the application of human drive and
ingenuity. For insmance. in Japan with its premium on the availability of
land. companies have come w=p with developments such as Just in fime’
prodiuction ard minkaturisation.

Trying to explain ‘competitiveness” at the national level then is o
answer the wrong question. To find useful snswem, we mmst focus not on
the scomomy as & whole, but on specific industries and indusiry segments.
We must understand how and why commercially viable skills and
techiclogy are created.

This can anly be fully undersiood ot the level of particular industries.
Competitiveness s the outtome of struggles tn particular segments and
industries for competitive sdvantage againsl rivals st home and abroad
This day to day struggle in paricular segments and industries, in which
progiucts and procoses are created and improved, underpins the process
of upgrading nadonal productivity. *

Induseries 3 not exist in @ veOUWn — Competitivenems s a
result of the relationship between individual firms and the wider

Professcr Pomer has sade welling contributions 10 understanding the
determinants of national competitive advaniage. His studies of major
rading countries poind 1o the range of factors that determine whether a
Eﬁmﬂrm;wmﬂﬂmwﬂ

ENIT TS,
He has idemtifbed tour tactors that are the underiying determimants of
compelibvenes. They ahe

L. Factor conditions: [actors of production such as skilled labour,
infrastrucrure and the availability of nateral resources.

& Dymund conditions: the nature of home demand for an industry’s
proshuct or services.

L Related and supporting industries: the presence of absence in the
nation of supplier and related industries that are internationally
competitive; and

4. Firm strategy. structure and rivalry: the conditions influencing how
companies are formed, organised, maraged and compets with each
o e
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As you can pote, with the exception of natural resources, all other facion
are created. Strength in all these lactors may not be necessary for
wuccessiul firms to evist For a country such as Australis with her very rich
natural resource endowmenis, |L I8 pot surprising that there are some
sucresadul frrs opemting in the primary industry sector.

The disconcerting thing for Australia is thar despite the success of these
industries, the overall value of our exports has grows more slowly than
the value of world trade over the past teo decades. Dur commmodiby-based
suscoesses are in aress of diminishing. not rising intefnational growth.

Australia is the only industrial country that has pot increased its
proportion of merchandise exports to GDP during the last 30 years* and it
is this area which has grown fastest in the post war years. Our lack of
commmitment o export in this ares, was barne out in 2 snady by the Buresu
of Industry Economics which suggested that, the proportion of
manufecturing firms which regularly export 10 per ot or more of their
rurnover bs anly about 10 per cent of the industry! 7

However competitiveness in secondary and tertlary indusiries s more
heavily dependent on created, rather than inherited factors. We have
failed to nurture the appropriate conditions and sttitudes that will
encourage the growrh and development of more sophisticated value
sdded industries,

Instead we in Australls have relied almos entirely on our natural
advantages. rather than gone on to develop input industries like

agricultural machinery, mining equipment and explasives which could
have fowed on from this bass,

Moking Ausirolia More Competitve
Expanding the range of activities in which Australia bs competitive will
roquire fundamental changes.

We have o tackle the underlying determinants of competitivensss.
Thai imwans changing the guals fimms st ihemselve, the way firms operte
andd the environment in which they operite.

The Hughes Report’ of 1988 spoke cogmmily about the sbsence of an
‘ewport culture’ in Australia. With few exceptions only prismary producers
have been concerned with efficiency and international competitivenes
and these people constitute & very small proportion of mur workfonoe

The complacency and misconoeptions that sbound are llhurrinating, Owver
half the plant mansgers who wene surveyed by the Instiate of Labour Snadies
believed that labour producnvity in their plants was ‘squal 1 or bester than’
that in comparable operations overseas.® Sadly this is not the case.

While there has bern much public rhetoric in recens years about being
export orented and outwand looking, a report prepared for AUSTRADE by
the Australian Graduate School of Management found that only 9 per cent
ol Australian firms could be described as having & ‘global oriestation’. )0
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Many areas have been able 10 get saway with this type of outlook for a
long time, but a8 Craham Gresene once wrote. There always comes a
matment i time when & door opens and lets the fatuee in’,1!

As we all know o Australis thai tme b8 now. A number of receni
indthatives have changed the operuting environment for Australisn finms.

The Prime Minister's March 17 Industry Statement included the
anfauncement of the phased redhaction of general tarifls 1o 5 per cent by
1996, This move has made feform even mone urgent.

Like many others in the private sector | was disappolnied thar the
Fovernment did not dovewil this with a set of comprehensive initiatives o
rid us of impediments tn the supply side of cur economy — the much
talked about micro-sconamic reform. Howrver, regardiess of that, the
competitive pressures that will be brought 1 bear will not lave any sector
of oast econoeny dmviouched.

Even those firmas which are not exporters themselves, will feel the
pressure to improve theit performance. The tniendependency of the
sronGeny is such that substandard performance in one area can have
severe consequences for others. When this was percelved o be ‘costless’,
people turned 2 blind eye’, but this will surely change.

The Role of Educotion

As the work ol Professor Porer shows, and a8 we can olseree in the mosi
succemsful economies today, a skilled labour force lies at the heart of

competitiveness. it is the skill, ihe talents and ithe motivations
of pecaple that determnine

Ecducation peiorm and vocational raining must therefore become major
priorithes i we are serious about becoming Internationally
Theere is na doutst that i both these aneis we have much 1o da.

The Ausiralian Marufacraring Council has said that “without major
changes In the ways schools and firms train workers over the course of a
lifetime, no amount of macro-economic fine tuning or technological
Innovation will be able to produce significanily improved economic
performance and faing lving standards’ 3

Industry will play o far greater role (n shaping education than has been
the case bn the

Alteady such initlatives arr taking place. Recently the Indusiry
Education Forum, an organisation which brings wgether Australia's major
business groups under one umbrells on education issues issued a
"Declamtion of Goals ior Australia’s Schools’,

In & nutshell. the reforms suggesiad in the declaration are designed 1o
Pt our schouls at the frons ranks of intemational performance by the year
XL Toxday it s the standards set by the best in the world that matter, not
O WL

To complement sducation reform, industry will have to devote much
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greater resources bo employee training.  Earller this year the Chairman of
Samsung, Mr Hyon-Hwak Shin came 1o Australia to address the MNatomal
Business Surmmit. One of Korea's langes! companies, Samsung spends on
employee sducation approximately twice that spent by the average
Japaness business, and three and four times the amount spent by the
average American and Buropean businesses. respecrively 1

The Appropriate Role of Government

| have conceniraied on what changes must ke place within the privamr
secior 10 make Australis mose competitive and thus ensbie us 1o trade our
way oul of trouble. This aitention upon the private sector & quite
deliberate — once a nation opens it sconomy as Australla has done.
governmenits’ ability 1o control economic ectivitles diminishes
correspond . Pt as global industries look to find new areas to invest
in, the policy decisions of governments and investments by government in
econoric infrastructure remaln critical fooks.

In this area. econoeric orthodony will still have its place!

The Ecomrmrisi recenily sugipested that the best thing governments could
do Lo promode an environment for competithveness was i

... keep inflation low, real interest rates gently positive and

enchange rates stable. Alver this the most important tnitarves will

be ko invest in human capital 8 well edocabed lakbsour fonoe, able o

scquire new skills and adapt w changing demands, is the most

valuable asaet an economy can have And governments will need 1o

invest adequately in sconomic infrastructure, becauss there are

good reasons for thinking that private businesses will not '
In discusslons sbout international competitiveness and intermational trade.
one mvariably encounters suggestions that governments should do more.
The suggestions usually run along the lines that governments should
“intelligenily target anistance’.

Such “intelligent targeting” has at best a spotty recond workd wide, and
mone mmare 0 than in Japan. Japan's Ministry of International Trade and
Industry (MITT) lead some 1o believe that ‘strategic intervention” i the way
forward  Yet MITs ‘success’ |s somewhat exaggerated, and has really
been in facilitating exits,!* rather than a1 ‘picking winnery',

The most telling evidence against overemphasising the role of MITI
comes from comsial lapaness entreprensur.

Akio Morita, the Chairman of Sony, recounts in his memodrs he
difficuley Sony had in obtaining clesmnos from MITI 1o purchase ransisior
wechnology in the 19506 Many years on Morita was moved o write that,
‘MITI has nol been the great benefactor of the [spanese electronics
trcdustry that some of i crithes seem o think (0 has' '*

Such intervention is extraordinarily difficult for governmenta to
perform sucresbully — but intervention can take & number of forms.



Corol Austin

The removal of tmpeliments’ o competitive pressures s more rellable
than ‘argeted ssslaance’. This sort of intervention ks more concerned with
ersaring that the broad infrastructure for economic development is in
place, tham with prescribing the methad and outcome of development |
builds the mad arud ablows people ko choose their own destinations |7

Conchusion

The factors and conditions that will make for an internationally
competitive Australia are not unique. The difference is that wday we are
Irying to create coRTpetitiyeness rather then redying on our inheritance.
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AUSTRALIA'S EXPORT OPPORTUNITIES
DOMN HUNTER

Your conference today hes dealt with key issues 1o do with the

big picture and our capacity o mansge owr national future. Or — what
povernments can and should do. And what they can't and shoulkdn't do.
Tonight F'm going 0 talk about something complemeniary o this. About
where our export opportunities lie  And what companies — for it Is
= lh:lmﬁwpﬂﬂuﬁthhhm—mu

The foundations of our nlemational busines periormance are buili
Lipon the FEspOnses wie Mmake fo two fairly broad questions:
*  First — do we know where our best potential markets lie?
* Becond — how dowe exploll hem?

Austrolic’s Export Opportunifies

The first question we cam answer without hesiation. The answer s Asla
If anybody here today has any doubt that we are now living in the “Age of
Asia®, let e share some figures with you. These figures have been put
together by ALISTRADE as an estimate of the incremental sxport buniness
Ausiralia can caprure. We estimaie that by the end of 1984, our anmual
naticmal export sabes will have incressed — in real wenms over & 1999 base
figure — by $4.5 billion 10 North America and all of Furope combined
while our sales (o Asla should increase, over the same period, by more
than $13 billlon. And most of that - more thas $10 billion worth - will go
o Borh Asla,

What is 50 obviously siriking about these figures is ihe proportion of
the mcrease which will oocur well away from the European and Amaerkcan
markets we have tended b0 concentrate on bn the past
Look ai it this way.

* more than 33 per cent of these new opportunities for export growth

il b im Morth Aslag
*  something like o further 14 per cent will be in South Bast Asia.

In other words, more than two-thirds of our s in
mhuuhmuwmmw
AUSTRADE projections indicate that the major opportunities for trade
expansion in Norh Asla are guing io lie in-

*  mamisctured products o Japen, Kores and Hong Kongg

*  energy products o Japan, Hong Kong and other Morth Astan countries:
* maw materials into Kovea and Taiwan; and
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#  foodstults into Kores, Japan amd Tabwan.
But ab the same time, lef me make it clear that we are not suggesting
Australlan exporters abandon more reditional markess. We are, however.
we need to look for the big new chances in export growth o

Asia as we come out of thi recession.

Let us focus & litthe Rurther on the opportunifiss we s emerging lor
Australia in The Age of Asia®.

The United Mations estimates we can sxpect jo see reghonal annual
CDF growth rated in Asia by 1998 ol
® 5 per cend in Norih Asia) and
& 7 per cent in South Bast Asls
These compare with those ‘traditional’ markets we have talked about
whaere the UN. expects GDP growth rates up to 1994 to resch just
* 3 per cent in Burope; and
® 15 per cent in MNorth America.
Baned on figures for 1989, these GO mies tanslate ivio opportunities for
increases In sales of our Elaborately Transformed Manufactures — or
ETMs — bn real verms of
# 28 per cend a year 1o Norh Asia

— o froum §1 billion tn 1989 to $3.8 billion in 1994
* N per cent o year 1o South East Asis

— or from $1 billon in 1989 to 52,4 billian kn 1594
= 1§ per cent 1o Western

— ot e $1 billon n 1969 to 52 billkon n 1994
= 12 per cent o North America

= fromm $1.2 billion in 1989 o 53 billlon i 15994

lcomulund $1989 trrwm |
I ihese fgures sound overly optimistic, | would note that
results have been achieved In recent years — for example Australlan
rrsmuisctured exports to Southeass Asian countries in the st lew years
have grown annually by 21 per cent to Singapore and 41 per cenl 1o
Indonesia and Thatland. (note in cursm? § fermm |

There is also significant anecdoul evidence supponing these
estimates. The Chairmen of the Industry Groups that work with
AUSTRADE hawe sxpressed a view that in flelds mach ax
*  infrastructure projects,
*  environmental control,
*  engineering and afied services in Asia,
our challenge s not st much finding the dermand — bul our albilky o meet
.
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Capitalising on the Opportunities
These opportunities, however, will not be realised through some form of
SO T

It will be the drive, knowledge and instincts of company executives
that kdeneify and nail down these opparnunities. But — to do this they will
need & sustaining economic environment tha! allows them to take the
calculated risks involved in doing business in a forelgn market.
At the rracro level 1 i helpbul far

* Treasury to continue 1o pursae & more compeiitive macToeconomilc
efvirmment

* the Industries Commission to expose microeconomic reform

Dt e
« and for AUSTRADE to push open doors in these vital markets to give

Australian exporters 8 ‘hand up' in seiring these oppormamities.

But this only takes us s far, Australian company managers still have 1o
physically sell thelr products — they still have to close the deals. We,
therefore, also need to consider business artitudes to tertationalisation

A recent study conducted by the Ausirallan Graduaste School of
Management (AGSM) for AUSTRADE showed that many senior
Australian reecutives feel the cost of caplial, labour costs and Infra-
structure probriemns restrict thetr ability to compete internationally,

Australia’s economy, it would seem, is often @ very harsh environment
In which to try 1o caltivate inlernational buslness success. But more
significant than this, is the volatility of the sconomy which has made
many senior managers extremely cautious aboul making the sorts of long
1eTIN COmUTdtTeEneS

The ACSM survey showed that many of these senior managers were
cautious because they [rared the economy would rers against them,
enuling their competitiveness once they had committed themselves 1o an
v Erseas Farke.

The upside of the argument is that this environment has bred some
rather tough international competitor amongst the ranks of Australian
Brusiness.

If we expect more companies o join them we must consider not just
the pure economics of the sinuation, we nead io look at the psychology of
business decision raking as well,

Chir bustness. declsion mubers need cerainty.  And they meed chear,
unambiguous signals in the direction of economic policy. We must not
krse sight of this while we are pursuing the important but often turbwlen
proces of mikTo-economic refortm.

Neither must we ignore the importance thal senjor managers
themselves place on intemational business.
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The AGSM survey tokd us that Australian managers were generally
aware of the urgent need 10 bulld on our export economy. But it also
revenled & conskderable lack of interest In acquiring the tools 1o participate

in gignificant export trade. Very few had any language skills or
international business experience — and thoss wha did tended to have
then iy European, not Aslan. cullures.

It also showed that students do mot have great enthusiasm for
developing these skills — and bn (et sew lible oentive b0 pursse careens
im international business.

However, as we progressively establish the necessary “positive
economic environment, | am confident we will see an equally more
pomsitive outiook from business and studenis alibs.

To be successhul internationally, Jlu-nlll-nmp-dur-dulpply
the same rigour and the same level of energy 10 snalysing opporun
uﬂmrﬂn'hbmmuhyhﬂ*“:lﬂllm

To put it briefly, you have to be Bhere to make it
There really is no substifute o being on the ground. compeiiton ane
keenly sware of this and so must we be.

And lke most areas of hurnan endesvour — famillarity breeds socoess.
Familiarity with the many emotional, intellectual and cultural barriers
an all oo frequently underestimated component of the recipe for
international trading success. In this recipe, one ingradient will continue
o be critical — Australian bums on seroplane seab, mofe of themn, more
freguernidy.

We learn by daing things. And we will learn sbout Asia and the new

in our other major markets by being there. Only by being
there will companies develop the networks of contacts that will enable
them to learn of the opportunities, the potential local business parmers
e e et b chosee thar dimal.

The Naxt Step
Wou will not have been surprised ronight to hear mwe talk sbout

*  the oppoTiunities in Asia
¢ the need for clear soonomic signals to business, and
* the imporance of integrating business into the Aslan region by living
and working in the countrien in which we do busines.
Much of the debate over the last several yean on what sconomic policies
Australis shoukd pursue has recognised all these podnts. And we have had
a welter of reports on how the inatihutional and policy mmework should
be structured to achieve this
B from ALISTRADE's perspective, &l this point in dme, it is belng
there — having many morne sxecutives from many more companies lving
and working in Asis and our other markets which will make the
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difference. | belleve, quite firmly, that we know what w do, our palicy
makers know what policy settings are required and many of our
know what they have 1o do 1o be successbully
hhummﬁ.mm_ﬂ.hﬂ-—mu
have yet 1o discover — it is simply 8 matter of doing it — of geiting on
with the job — with utmosi diligence. This is not a short term
comumnitment. Cerainly we need early success, but it is the long ierm efion
which will reap the big rewand.

As teachers, you have a unique Tole to pay in emsuning that we have
capable and confident managers in the future, who understand the
Intermational business challenge, and are ready and abile to meet it

AUSTRADE is commitied to aiding in this process. Through our
spport for prosects such as the Uhverseas and Undersobd” ielrvision sevie.
and the sducation resource kits produced with it, we hope o spresd the
message of the importance of export throughout the

:hmﬂu-rwui;uhnhdpdpnu—uhﬂh
your stadents will need 10 sacoeed in international business.  Because,
aucoeed they must, If we are o keep pace with the region we inhalie
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Bedore looking a1 reform of lederal-state Rnancial relations, | propose 1o
briefly esamine the histary of this relationship. Most peoples’ exposure to
federal-state reiations is watching news repons of bleating Premiers as
they walk away empiy-handed from sach year's Premiers’ Conlerence.
This ritual has occurred in some form or other for 90 years, since
Federation in 1901, Federal 10 the states have usially been in
iwo categories — General Paymenis and Specific Purpose
Payments. In acddithon, sirce the fedemal government has determined
the level of borrowings that the states can raise each year, although today |
don’t propose to touch on this particular aspect of financial relations.

Genercl Purposa Poyments io the Siaies

Turning first to Genenil Purpose Paymenis, these were provided to the
states o reimbure them for the ioss of custorms and excise duties which
were taken over by the federal government on Federation. The major
change in financial relations ocowrred in 1942 when lor war purposes, the
federal government assumed the sole right over income tax powers. Of
course, as most things which start as temporary in the area of public
finance, this became & permanbent feature. 1 i o feature which for masch
of the 30 years has significantly disadvantaged New South Wales When
the federal government ook over ncome tax collection, it introduced &
systermn of tax reimbursernent payments to the states. These continue n
some form today, although their basis has changed. Indeed, the presem
Financial Assistance Crant i sill the largest recurrent budgetary recelpt in
this staie. This is despite federal government cuthacks in both the size of
the granis pool 1o the sates and continued discrimination against New
Sousth Wales and Victoria. | will return to this aspect later

Mhnmhmmmmwnmmwﬂ
Ceneral Revenue Payments. First, the Tax Relmbursemen) Grant. which
lasted from 1942743 w0 1958759, In 1959, the basis of the grant changed
when the lederal governmeni introduced The Suaies Grants Act. This
Introduced & second sywtem of payments callad Financlal Assistance
Curanits to teplace the Tax Reimbursement Crants. The new system did not
have regand to income tax collections for each state, nor relative state
expenditure nesds. The grants after 1959 /60 were caloulsted by escalating
the previous year's grant with a lactor taking into account populstion
Incresse, nathmnal wage ncreases and a so-called Betterment Factor.

In 1975/76 a third system of grants was introduced under Fraser's

74 ICORBEICT "9 Y



FEDERAL-STATE FINANCIAL RELATIONS

falled ‘New Federalism' The system was generally desigrated as
sharing armangements.  Betweoen 1976/77 and 1984/85, genetal paymerits
o the states were hased initially on & percentage of personal income tax
collactions. Then in 1980-81, uneil 1984 /85, the grants were based on a
propoion of wisl Commonwenlth e collections. The fourth phase. the
current period, has seen a return 10 a system of Firancial Assistance
Crants. However, ke the tax sharing granis, thess are not telated 1o
federal tax collscthoms in any form. Instesd thelr size is sabject o the whim
of the federal government & to the increase, if any. they decide 10 give 1o
the overall grants pool In the firss three years of the operation of the new
Flrancis] Assistance Grants, there was 8 guanansee by the Commonweslth
governmeni ko index the grants pool for inflation. As well, the
Commonwealth guammesd 1o provide a further two per cent growth in
years two and three of the period. This growth fecior was arbitrarily
cancelled for the third year. 50 despite 8 Commonwealth guarsnies to the
staies, entrenched in legislation, the systemn was changed. [Fs bittle woncer
the states have problems with forwand planning. However, for the nexi
three year, thene was no guamantes to inde the pool for inflation, let alone
provide a betterment factor. Fortunately, for this financial year and the
mest two years, e Commonwealith has agreed to de the pol in Line
wiith inflathon. This is of at least sorme sssistuno b0 U sites.

To swm up the history of general revenie grasts, i@ can be ssen thai
the period, particularly since World War (1 has evalved dramatically, It
has changad from one where staies where compenisied for handing over
thekr income ax power, o a system where penieral revenue grants from
the Commonwealth are not related in any way © federal tax collections or
& system of tax reimbursement. General revenue grants are now
determined by the federal government at lts will Yoo can obaerve that
the sysiem has been particularly ad hoc. It has generally allowed no
forward financial planning by the states because of the uncertain and
erratic nature of federal paymenis. Before examining the implications of
ihai approach and the best way o reform the system, we need 10 also
briefly examine the other major srm of federal-saee Gnancial relatkons
We have just discussad the systern of genem| purposs payments, which |
might add in passing, rgely covers recurment payments. There are some
capital puyments made but these have virually become ihaignificant. The
other major payments are specific purpose payments, for both recurrent
and caplial purposes. These commenced in 1923714 when the firs
paymenis were for road purposes. Since the Second Workd War, the
impartance of specific purpose payments have incressed significantly,
both in terms of the number of different gramts and the level of funding
The major period of growth in this type of payment occurmed under the
Whitlam governmendt.
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Specific Purpose Poyments o the Shkates

The legitimacy for specific purpose payments is entrenched In our
Cromstitution under Section 96, This allows the Commonwealth 1o make

mhﬁ—hmﬁnﬂ_ In cther wonds, it allows the

government to impose national priorities on the states.  You will
have hoard these grants described by the more conumnon lerm THed grants’,
bevause they are ted 10 a specific expendihane purposs.

These grants can ke rwo broad forma. First, payments direc o the
states, such as payments for schools, hospitals, roads and housing.
Alternatively, the payments involve the state as & ‘post officr’, as they are
pakd to aress that are nab sate responsibilities such as private schools or
univerities. In 1972 specific purpose payments accounted for 26 per cent
of all Commonwsalth payments and borrowing allocations 1o the states
This rose 1o 4% per cent three yoars later, but declined 1o 41 per cent In
1961 /82 as the Fraser government discontinued & number of Whirlam
programs and started 0 absorb some spectfic payments into the general
purpote payments. By the mid 1980 this trend started 1o change again,
particularly due o increaned funding in the hospital area under Medicars
a8 well as education, community services, roads and housing. In 1965,
specific purpose payments represented 45 per cent of all Commonwralth
paymests and allocations to the states. In the last few years specific
purpose payments have increased in real terms, particularly for capiial
purposes.  This occurned st @ time when, you will recall. general purpose
payments were subject to no inflation guaraniess and were cut
significantly in real terms. As & consequence, the relative importance of
specific purpose payments 1o the NSW Capital Budget incrvased shightly
@ 17.9 per cent in 1990/91, compared to 17 per cent five years ago.
Although recurrent specific purpose payments have incressed in money
terms by nearly 39 per ceni in the past five years, as a proportion of New
South Wales recurrent Budges revenue, they have fallen from just over 14
per cent 10 124 per cent in the same pericd. This s due o the greater

fmpormnce of stebe ERston o recend ek, partly reflecting incroeses in
MAlE AATON Fktes.

Outkomes for NSW: The Need for Reform

50 while specific purpose payments have in some respects become more

important, the squeens on general revenue grants has collectively hun al)

states, particularly the larger states. This is borme out by these simple

figurss for Naw South Walksi:

¢ In 1942/43 New South Wales recrived 417 per ot of the general
revenue grants from the ledetal governinent. This was above our
population share of .6 per ceni.

* In 19599,/60 our share of the grants had dropped to X per cent which
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was below our population share of 376 per cent. We have continued

0 be below our share sven though our population share has abwo

continued o lall
*  In 1976/77 we received 304 per cent of fedem] grants comparned o &

population share of 36.1 per cent.
=  In 1990,/91 Mew South Wales received an estimated 3.2 per cent of

federal payments 1o the states and the Northern Terrbtory. compared o

our population share of M.6 per cent.

Im tht cuerrend ywar, i is anticipated we will eosive 363 per cent of owr
share of proeral revenue grants compared o our population share of 34
P CR.

That means that in nearly 50 years, although our population share has
falber Froem around 39.6 per cent o arogmdd M per omnt, mer share of general
revenus payrnenis from the Commonwealth fell from 427 per cent 1o 6.3
et cenit, of from being around 3 percentage pothis above our population
shane io now bring rearly B porcentage poings below our population share

It would be hard o fnd ary ratlonal ciiizen of Mew South Wales who
winld nit argue that rectifying this imbalance mast be part and parcel of
any reform of federal-state relations. Clearly the system s one in need of
reform, both in berme of the genersl and specific purposs payments. The
mans of reform and the desired oulcomes ane sress of dissgresment, nod
only between states but also between political parties. In relation o
feneral purpose paymenis, | indicated how Mew Sowuith Wales had bern
dissdvantaged by the mystem which replaced the imital tas reimbursement
grants. | repeal. in 1991792 it b expecisd that New South Wales will
receive 263 per cont of general revene grants compared b oAt estimated
population share of 34 per cent. In other words, I we received our fake
shame of genemal revenue granis, Mew South Wales would be more than §1
billion a year bether off.

We proposs that general resenuse gramts should be made on the basks of
populaiion share, and not on the basis of the Granis Commission's
academic formula which determines the relative needs of states. A
number of other payments or allocitions ane now moving towards being
caloulated on populstion share, if they are not caloulated on that basks
already. For evample, local governmen! general revenus paymenis,
houskng payments as well as the global barrowing aliocation are hased. or
o e based, on per capita shares. Our sobution s o mowve o
share for general revenue grants, as well as o guaranter of o real increase in
Commonwealth payments sach year. This latter sspect would emable long
term planning. We repect the altlernative proposal of allowing states o
have acoess to a major nrw revenue source such s a comsamption tax. The
lawt thing the Australian sonnomy, Awstralian business and the Ausiralian
people need s a consumption tas. Or, for that matter. any new tax. But
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enpecially 8 comsempiion tax MNot onty will it have 8 disastrous, albwein one
off, impact on inflation at a time when we are starting to break the
inflatbonary cycle, it is inequitable as low income carners and soclal
security reciplents cannot be properly compensated. As well, it s an
unnecessary burden on business with the extra red tape that many
businesses would have 10 endure.  For New South Wales the answer is
clear, No mew tax — just a fabr share of federal funding. After all, why
should a person Hving in Twesd Hesds amtract & foderal payment of $433
in 1990/%1, while & person living in Coolangaita attracted a federal
payment of 3860 — §117 more lor living just over the border. This
sinuation is purely the result of some arbitrary lines drawn on 2 map. It is
a position that is anachronistic in 1991, [ am not going 1o get into the
complicated theoretical reasons for and against the principles of fiscal
equalisstion. In practical tertre the systemn i wrong jor the oulcomes |
have just outhined  And New South Wales continues o be disad vantaged
by i
Inderd. in the current year the Grants Commisalon's lalest report has
oot Mew South Wales another §120 million. Queensband was again a
winmer this year. Yet Queensland continues 1o have & lowee level of e
andd st the same dme gets subnid ised by MNew South Wales 10 mraineain that
lovel In other words, New South Witles tan-payers continee o pay the
highest evel of tax per capita, & feature that has been entrenched in recen
years, in onder that Quernsland can mainiain & kower level of xes It s
discrirminatory to say the least. And juss to reinforor this point, [ will detail
all the per capita Financial Assistance Crants for 199091 for all states:
HMaw South Wale
Vicworia

Dueenskand
Winitern Ausiralis

South Avstralia
Tasmmarnis
s Narihern Terriiory

That is the broak up of the fndem] funding ple. All New South Wales and
Wictoris seek i6 @ fabrer slice. Instead, what we have had to date is & burm
crust. Quesnsland, on the ober hand, has had a docent slice; Western
Australia that again phus a few more plums iy the ple South Australis
cream on wop; Tasmania that again plus a cherry — while the Northern
Territory has all that served on & Koyal Doulton plate with silver tea
service, served by a butler who asks when they have finished “would you
Hke another slice, sir?”. As you can appreciate there is something
Fundamentally wrong with a system which results in New South Wales and
Victoria subsidising the other states 10 the tune of 1,90 méllion a year.

EEggnss
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Proposoh for Reform

There are many problems with the Granis Commission methodology.
Two spring o mind:

Firsa, the Granas Commission's methods do mot eflect curment financia)
and economic circumstances of the states.  As a consequence, Queenaland
recelves a major increase in funding 8t & time when its sconomy has been
it lews by ihee recession.

Second, the Commission’s assessmant of the wxable capacity of the
states is on the basis of the taves thai sre levied rmther than the capaciny of
a siate’s cittzens to pay higher taxes. The Quesnsland problem again.

Cur proposal for & federal revenue payments sysiem based on

share does not mean that differences withis the state bonders
can not be sddressed.  If every siale received a paymend sccording o its
populstion share, it is then up o each individual stabe i allocate what |
thinks is & fnir distribution of funds within the state. It may be that 2 stase
would determine there are imvmediate problems io be sddressed in city
aroas for & few years and snother state may determine remobr aneas should
receive & higher priority for the lmeredlane fabure.

The federal government has now given some recognition to the
unfasirmess of the current system by agreeing to New South 'Wales'

it the recent Premibers’ Condierence o show the clear oomt of the
Mew South Wales and Victorian subshdies (o the smaller states and
Territories.

In future, Financial Assistance Grants will be separated into two
categories. The frst payment will relate to an equal per capita payment (o
all suares and Territories. The sevond component will be an
payount made 1o smaller states and Territories. That bs a1 least one svall
sep in the right direction. For the first time the subsidy 1o the other staies
and Territories will be explicitly detailed. 1t is Interesting to note thai
Eiven the continued cuts in federal funding, the benefits from the
boom on state B collections snd increases in state tan rates particularly in
recent years, the importance of Commonwealth reverns (0 state bud gets
has declinad. This has been one uniniendead outcome of faleral cuis. For
example in 19503/84, ot statle sourced revenue accounted for around 5
per cent of all New South Wales Budgel recurrent mvenue, with the
Commonwnalth scoounting lor 46 peroenl. 50 sight years ago. i1 was
naarly half and half. In Y990/91, state sourced revenioes were ssiimated o
acoount for b percent of all New South Wales Budgel recurment neveriie,
with the Commonwealth payments accounting for sround 36 percent. [n
other words, the ratio became nearly two-thinds state versus one-thind
Commonvealith. While this has allowed Mew South Walkes o have more
conirol over s own finances, if is not an argument for ignoring the preseni
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discrimination betwoen the langer and snaller states. | appreciate that this
conference is & national conference. But | make no apologies for ghving &
Mew South Wales slant 1o my speech because this s fundamental to the
argumest fior teform. | have talked day about the difference in funding
levels between the states. That is generally termed horizontal Imbalance
A ot of discussion in the Last tweive monthe has been about reforming the
albocation of functlons between the Commonwealih and the sistes. This
comes to the category of vertloal imbalance.

Lobor's 1o the Microeconomic Reform of Federol Siote

Financiol

The meed 1o restructune the Australian economy o creste 8 more efficlent

and internationalised ecomomy s the challenge of all governments in the

1990s. The goals of micro-economic reform are to produce a more

competitive, more productive and lower cost outcome. Public sector

reform is an essential element, with the major feature being the

streamnlining of government functions. In this way we can cut waste,

restraln the imxation Bunden and enable emerging evpendifure pressuns o

be adidresed without resorting 10 higher s
in my view, the sixe of the pablic sector has reached s limi

measured in terms of expenditure, mxation, borrowings and employment

relative to the econamy. As | said, there are strong pressures (acing staie

puvernmenda in the 100 In MW these inchade:

& hmﬂhrﬁmﬂhmm—-ﬂmm

*  higher demands for environmental quality;

*  acddressing ihe mub-standand srvices i Greater Wesiern Sydney and
the Central Coast

¢ the cost of law and order, particularly the cost of meeting the
community’s demand for increasing police numbens and the fow-om
cods fof the cour, prison and weliane systeme;

*  imnigration pressunss, with NSW scoommiodating 40 per cent of the
migrant inlake,

* land constrainis in L It presently costs the tax-payer around
$A0000 w0 pervice a block of land in the growth areas of Sydney; and

¢ renewal of infrastructure, particularly public transport, roads, water
and sewerage. In the case of water and the exinting systemm
are up o 100 years old and will reguire hundnads of milliors of dollars
o upgrads.

All thise will create on the state government this decade As |

ﬁ“""’"ﬁ' be required from all areas of government. Hence the
o reduice

Two principles govern Labor's approach 10 reviewing federal-state
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relations. in the brosder sense.  First, siaie povernmenis exisl primarily o
provide basic services. Of the three tiers of government, it is the staie
wh“hhﬂﬂmmnpﬂm

#re health, sducation, transpon and w and order. The
fldmllﬂmi should not have largely parallel and wastelul
buresucracies, especially in education and health, State government
authority in this area of baske services should be strengthened.  In return,
the federal government should have stronger powers rebevant to s basic

Opposition’s comenitment to ceding state powers in industrial relations,
business and consmamer regulation, vehicle registration, the frebght network
and pors It bs imposaible for Australis 1o trade s way out of problems
an the external account unless businesses can rely on cost-effective
communications, transport and electricity generation. The curreni
ineificiencies in infrastrociuse proviston srise partly from the irmtional
allocation of responsibilities in Australls’s lederal system of government.
Stabes’ righis have been the real enemy of micro-sconomic reform. The
tarcical delay in the establishment of & proper national companies and
securithes system s & case in point. Actually, the states have a lot to
answer for, a8 thelr scandalous obstraction of the few scheme allowed our
corporile Crooks 10 CAUSE UnneCessary damage 0 our sconmmy and our
ivernational reputation.  The adminisiration of company laws, induserial
relatbons and consumer protection through sach of the state parflamenis
has produced unnecessary ltigation and ineffickency. I the federal
governmendt ks w0 govern in the interests of national economic growth, i
must generally take responsibility for Australia’s lesding economic
institutions and infrastructure provision, s April las year, Bob Carr
released 8 major statement on inproving federal-state relatiora. He
proposed a working party on fedemtbstate powers, reponing direct 1o the
Premiers’ Conference. Subsequently, the Prime Minlster announced in
July a major review of federal-staie relations including the special
Promder’s Conference Lagt Ociober, the first of 2 series. The loliowing areas
of state administration were initially proposed by the Opposition for
incliskon in the work program o reduce duplicstion and achieve greater
uniformity
sddminlstration of universifles;
oversoas skills recosgnition;
eredit legislation;
adminstmation of non-bank Enancal mstihitions socheties,
creclit unbomne, Co-operstives, irustee compandes and ROCHELiENT,
*  packsging regulations:
*  probate lw.
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newspaper regulariona

third party insursnce,
workers' compernsation,
mursing home regulathons,
health profession registration.
child care leensing.

building regulations,
pollution controls; end

inlustral relations.
Homs seowss s been achisved. The staies have agreed 198 Nathonal Rail
Freight Corpomation. A greement was also reached at the recent Premiens’

Confermcs for uniform vt nom-bank francial instiations,
although regrettably the govermanend is reluctent to take over this
ares sl

The Course of Fuhsre Reform

The Oicrobser 1990 Spacial Premiers’ Conference on federal-stae relations
did proposs some solutions (o 1he wider ssoes. These included fwo areas
of examination. First, the halance of Commonwealth, staie and loval
government revenue mbskng capacity, including the distribution of
taxation powers. Second, # review of the level of tied grants in order 1o
delerming wheiher greater Medbility should be available o state

Deating with the first Bsue, in my opinion, the emphasis should not be
on finding new wues for the stdles 1o faise such as consumption wx, but
should involve 3 reallocation of functions between the federal and state
governmunts. This includes reducing duplication. That is the way 1o
amsist rechucing the vemical imbalance between governments, whereby the
Commonwealth mises 80 per cent of all public sector taxation bul is only
responsible for 50 per cent of public sector outlays for what are described
‘own purposes”  That is why the Opposition put forward lis proposal last
i 10 transfer & mimber of functions o the lederal government. [n retum
we did propose a transfer back to the state of some respomaibilliies for
service to delivery ameas, particularly education and health, 1o enable
reduction in the size of the associated buresucrackes.  Duplication occun
not only with the federal government watching over the states. but also the
states having to employ armies of public servants to fill in forms and
fallow complicated procedures 1o qualify for federal handing.

On the issue of tied grants, I8 Is one that s clesrly not 2 simple 1o
resolve & first thought Bven as & represeniative ai o staie level, | see ihas
thete can be some benefits in the Commonwealth government having
control in aress of tied grants, panicularly in relation 1o sswes such as

housing and the environment. The federal government has legitimate
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invterests in these areas. [n recend ywars it has wken greater interest, and
appropriately 50, In eavinmmental protecthon. 1o the past the Bates have
been prepared to give up responsibility in aress of government
admimistration in order 1o reduce duplication, allow grester unifermity
and o reduce ihe costs 1o industry and consumen. Examples have
inchaded abolishing saie purchass preference schimmes, ransierming mead
inapection services o the federl government and, of counse, the recent
transfer of comgany and security law w0 the fedeml government. Al the
same time, [ do not think the states would wandt to take back full financlal
responsibility for universities. The bottom line is that reallocation of
functions ks integral 0 the question of » fairer distrbution of honding
responsibilities betwrwn the frderal government and the states.

We shoukd be designing 4 federal system which has 8 more balarced
approach between funding and responaibility, and reduces duplication,
and, therefore, cosis b0 consumers, indusiry, We-payen and e sconotmy
i gereeral. Them, of course, thire s the need for mone sharing
of funds between the mates, which | spole of sarlier. In this contest, the
distribution of funding between states should see the scrapping of the
Commonwealth Grants Coovenission. 1t has outlived its usefulness.
instead, there shoukd be a system of populstion-tasa] payments rather
than one that takes into saccount lines on a map.
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WAGES POLICY IN AN
EXTERNALLY TROUBLED EMVIRONMENT

PETER SWITZER

As the Accord Mark V[ drifts away from its Indusirial Relations
mmmmumuhmm
hm%mmmﬁr it s

the magnitude of our boss, i we eventually live whhunmmu
Mark “‘samething’.

From its Inception. the Accord was & macroeconomic tool to rein in
inflation and consequently promote employment.  However, as the foous
of the 19%80s waa abrupdly swiiched o our foreign debi — balance of
payments problems, the Accord became a central microeconomic reform
wedpon, b a battle 1o bmprove our oost competitiveness.

Those who praise the Accoesd do so In the belled thai it has promoted
lower money wage claims and lower unemployment than would
otherwise have ocrurmed.

Professor David Metcall, & British incomes policy svpert from the
Landom School of Eoonomics, when studying our Accord admitted that he
thougha the Accord was & supéerior kind of incomes policy because of i
durability and Aexibility.

On the other hand, Des Moore, a former Treasury secretary, and now
of ihe Instinute of Public Affairs, srgued that monetary and fiscal policy
have been hampered by the Accord, He maintains the severity of the
current recesalon can be traced back 1o the Aceord’s lmpact on real

et

So what's the real story? Is the Accord the saviour or the villain in the
piece? What s undendable is the fact that our progress in maming sround
the Carrent Account Deficit (CAD) has been poor. The CAD runs in st
approsimately 4.5 per cent of GDP and that's about double the level
needed to sabilise the growth of the net foreign debt (5131.5h).

Even mare worrylng is the stubbornly high marginal propensity o
impon which underlines the fact, that the recession might reduce the
cyclical component of the CAD but has dose litthe 10 redress the structural
probiems undertying our external diffcalties.

Adding to all this, the burgeoning growih of the debit servicing debit of
$14.50 on the CAD of $16.5b, threatens 10 get out of hand. All this mearns,
in the absence of & major policy play, Australia will have to be conlent
with very low rates of growth o avold big impon bills, which simply
transiates into high unemployment rates for a long time.

Hence the need 10 assess the Accord in terms of its contribution in the
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battle against our balance of payments foreign debrt nemesis.

My argument is that the Accord has had & commmendable record in
terms of iis initial prime objective unemployment  However, the winds of
change and the new focus on our extemal predicoment which s directly
linked to ouf poot competitivensss, means it s dme for an alemative
WOEE CLpeTimeL

The Accord

The Accord was cooked up as A defensive strategy againe the monetarise-
Inspired “fight-inflation-first’ palicy stance which had captured the policy
makers of the Fraser governmend in the sarly B In chose times, meiideni
galabs at pet shops were talking stagflation, which meant inflation and
ungmployment were rising simultaneously. "Fighting-inflaton-first’
implied contractionary fiscal policy, tight manetary pollcy and restrainsd

the price for succes wias a very high bevel of unemployment: l[l'i!'ﬂ'll'
architects of the Accond-Mesars Willis, Crean and Kelty, weren't prepared
to pay. Hence their construction of a corporatist or planning aliemative o
the “soorched aeril’, fght nflation st sirabegy (FIFS).
Theoretically, the FIFS pushes an eoonmmy down 4 short ran Phillips
curve SRPC), until inflation i sy fero, See polats 3 o b on Figure |
And then as inflationary expectations follow, rhe sconomy Firsl

experiences thlng unemployement, bul the lower inflation and sxpeciations
Figiea |

%
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improve employmant conditions and the eomtonTy moves ko 8 lower SEPC
(points b o ).

The Actord was designed 1o push the SRPC 1o the leht by
wiage demands 0 that inflation coukd be brought under control withow
having to travel down the SRPC 10 soclally ruinous levels of
unemployment. If the Accord was a sucoess it could reduce
expectations, puiting the economy on 8 more leftward SRPC. Also, its
supporting policies could lower the natural rate of

For the 1983 Hawlke Labor government, which picked up and ran with
Accord Mark L this was primarily & macrosconomic policy crafted in
influence the total wage cutcome. 1t permitted an expansionary fiscal
policy to promote job growth and meant monetary policy was
acoommedaning, instead of dght. 1t was the linchpin of & diffesent policy
mix compared 1o the politically unpopular cockiail of the ex-Fraser
grvernment

The Remeking of the Accord

Two things readily agresd w0 about the Accord by critics and supparters
alike, i that it has been an amazingly durable and fexible incomes policy.

m"wm'“"'“ the many ‘marks’ of the

Mark | was & wide ranging policy which provided for full wage
Indoation, productivity increases, the introduction of Madicare, promises
of tax reform. a Prices Surveillance Authority, etc. 12 was a big
which Labot has roughly followed throughout the Bis. Of course, the
Accord doesn’t figidly determine the achual wage increase — that comes
oul of the National Wage Case, which adjudicates on the Accord's deal
and what the employers have 1o say. And &3 we've sewn recently, the
Industrial Relations Commission can overrule the Accord's
Here, the policy was used 10 avold a wage explosion following the 1982-81
wage freeze.

Mark 11, in September 1965, saw the Accond adopt the flexible stance
which it has become famous for. Feomd with solid depreciations of the $A
over 1985, the ACTU agreed io wage discounting and were rewarded with
tax culs in September 1986, The 3 per cent productivity increase was
converted inko 4 superanmstion payment which 1ok ages 1o implement
and thus provided a cost benefit 1o the .

Mark (1] was the famous two tier system. In the first ter or level,
everyone got @ flar §10 incresse and an additional 1.5 per cent increase.
later in the year. These were ‘get-even’ adjustments 10 compensate for
inflation and 1o reward the union movement for giving into wage
discounting in 1985, However, the second tier was more roublesome.
Four per oent was up for grabs but unions had o neform work practices to
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bolster efficiency, or agree to restructuring which would deliver cost
savings. This innovation caused many problems and some undons wakbed
Over Twh years 1o gel their 4 per cenl. The two ter syslom brought wage
determination down 10 & new reality, where 8 wage-cosl increase was
offset by an efficlency reform cosl decrease. Il wis st hing the anion
movement branded as negative and paved the way for the “Stractural
Efficiency Prindiple’.

blark IV was a ‘dire stralis’ decision — money for nothing and your
‘cheques’ for free.  After the dentist-tugging sxperience of the two tier
wystem, unbons secured 8 3 per cent rise and a fat §10 pay Increase, biver in
1 SEH,

All that was required for the rise was a unlon commitment 10 the
structural efficiency principle For those nonplussed by the Structural
Efficiency Principle’, the Arbitretion Commission in 1988 pointed oul ¥
dimensions which define the concept:

01} the establishoment of skill rebiied career paths,

@ oslti-akilled workers in a broadband of relited work sctivides

@ the creation of falr relativities (pay differences) between differeni
W changed work armangements ko increase Mecibility,

5 fined minkoum pay rates;

i) retioralisation of the respondent o awands:

71 changing discricnination within awanda

CH course, ceniral 1o all of this & award restrecturing. whick relers o
attempts 1o reduce the number of awards, by them into a
simaller number of broad bands containing workers, The

erverall aim i bo provide productivity of cost-reducing resormms 1o employers
b0 oiffset wage increases. However, sward restructuring in many oeses is &
‘sherw buirrer’ which will only deliver sigrdficans gains desws the track.

Muark V came up with a whole range of payments mnging from $i,
$11.50 andd $15 & week for workers of different gldll and taining. A secomd
level of payment was available for productivity rewards for
implementation of award restruciuring.  Alo, supplementary paymenis
up 1o 570 wiks possible for low paid workers.

blark V1 was borm out of a pre-slection promdse and offered a 1.5 per
cent wage incredse linked 1o the Seplember 1990 CPL This was  paid
instend 55 8 tax oud ke Janusry 1991, There was already & s cul swestenes
and the laner was stmiply sdded on. Also, workers expocted: @ §12 flat
mcTense; 3 per ot supsTanTsbion o be phased in over time and & 4 per
cent over-awand productivity payment, which was to by negotiated at an
enderprise bevel

Howrver, in March 1991, the Industrial Relations Cormunission (IRC)

SCONDMICE * 91 21



Polpr Switzer

refused 1o play ball, dumping the Accord’s provisions and instead

suggesting the economy could only cope with & 1.5 per cent pay increase.

The TRIC was worried about—

1} the incompleteness of awand restructuring reforms;

@ the prospect of a wage explosion and industrial disputes over
enterprise bargatning disagreements for the 4 per cent.

Following the IRC's decision, the ACTL has dockded 10 by-pass the IRC,

preferring to negotiate Accond Mark V1 with employers, directly. At this

stage many unions were intending to refer negotiated settlements to the

[RC for ratification, bt stnce the rejection of the waterfront deal, there

could be secomdd thoughts sbout dotng business with the [RC at all

Woell. that's the siory of the Accond — o whal have we learm?

In 196586 when the collapse of the terms of trade “knocked ooty the
dollar, revealing a gaping hole in our balance of payments, the policy mix
wias swang aroaemd o wckle our external weakness.

Fiscal policy contracted into a budget surplus 1o push up savings o
docrease the CAD. Monetary policy was tightened to slow up spending
and imporis.  This, o0, was done io decreass the CAD. Industry policy
was revved op o spead along competitive changes, 1o decrease imports
and increase enpOrts i ofder to decrease the CADL And wages policy was
linkeed with industry policy to be the vehicle for microsconomic reform
The second ter of Accord Mark (11 and award restrocturing of Accond
Mark ¥ were all about wages delivering productivity and lower costs. 1o
assist i the turn-round of the CAD.

The wrif! figure (see Figure 2 teils us where we've been and where we
whould be going. Through taniff protection (Pw-PT) prices rise, building in
un inflationary bias inio Ausiralian indusiry. The ares (Pw PT a ¢l bs extra
produce surphos which s an esoessive profit paid 1o local car-makens. The
triangle (cab) is an effickency loss, which represents an over pavment to
resource crwniers, of which workers are a

Cuarrently, local indusiry needs OFT o produce OCy. Through
microeconomic reform and & restructuring of the economy, the supply
curve should move to the right Gp) indicating a lower-cost Australia,
whete O Cy is made at a lowier price, withou! the needd for protection.

50 wages policy should bring costs down by mbsing productivity and
ihis permits affordable pay increnses. Without doubt, Accond Mark [IT's
second ter was the best and most painhil way of unwinding costly work
practices, which stond in the way of making our irsdeables sector
sutficiently mote cost competitive. Award restructuring was & skower,
mare palatable solution for the ACTU but destined 1o be 3 worry as the

debi meter ticked sway In the bt lane of International trade.

Wiih this in mind consider the inllowing arguments for and against the
Accond
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Case for the Accond

# & & & & & & @&

Dampened the wage explosion of the sarty 1980s

Posktive employment effecs-eliminated the real wage overhang

Averted a depreclation-inflation spiral, 1965 and 1984

Restrabmed wages in the post crash boom, 1968-869.

Improved the profit share of national incosme,

Wage component of inflation decreansed in the 1960

Wage-tax benefits for inflation.

Assists total macro management with more control over wolal wage

Chali e

Microeconomic reform benefits which raised productsvity and reduced

ihe cost — “hii* of wage increases.
approached its nateral ribe of unemployment of & per

cent, prior o 1591,

Helped the government’s creation of 1.7 million jobs 19603590

s [ndustrial disputation — longest period of industrial peace In 20 yean
* A durable wages policy, fexible o changing sconamic events.

TCONOMICE *9 1



Pater Switzer

The Kelty view: real unit labour costs are at the 1960s levels; post 53
inflation record better than the pre-'S0 record when the terms of trade fell
("85 de B6) and real wages fell, but when the werms of trade rose in the lale
Bs, real profiss ook off;, ‘the moderue magnitude of the present Accond
package is consistent with a continuing reduction in Australia’s rate of
inflation” (AFR, 20-2-91, p19).

Case ogoinst the Accord

* OBECD seports business unit labour costs in OBCD countries rose more
siowly than Australia, without an Accord.

Since 1984, cur Wabour costs have been double the OBCD group.
Increased rmal d isposable income by 5 per cent over 198890

OBCD report — OECD had similsr wage restraint — 1982 recession.
Slowed up microecnnomic reform.

Accord Mark ¥'s two tler system more ideal — undon refection.

Wages should reflect export opportunities profits & demand changes |
An overmated policy priority which contributed o fiscal pobicy easings
and the sveniual recourse 0 hgh interest rates which ended in this
recession.

*  During a recession — ir's a good time o embrace enterprise bargaining.
* An ignorable inflation pecord.

PP, MicCouinness view (The Austrabian, B Jan 91k

- And by imposing and maintaining obstaches 10 change and

productivity growth, while it may not influence the cyclical

behavhour of wage, it certabnly ensures that they are lower in the

long rum than they should be.
Australia’s inflation record shows that for only 2 years of the las 20 we got
under the OECD average. This is a rough indicator that year by year our
goncts becamne relatively dearer to our trading partners.  Maanwhile our
productivity recond, no matter how i's measured, I8 never mpressive. [n
ﬁﬂ.ﬁ!ﬁ]ﬂnﬂﬁnrﬁu-llﬁnhd Australia 16th in a
field of 23. We weee 10th n 1989, And while inflation ia not all wage-
driven, apan from & recession of dimensions. labour market
productiviry plays are essential to lock in low inflation kevels.

Tosmplily the issue and to demonstrate where the Accond has missed
out, consider the fact that defendants of the Accord point 1o the 10 per cent
falll im real winges nince 1983 Also, 10 per cent s the mumber offered lor ihe
fall in Real Unit Labour Costs (RULC). Clearly, i approcimate numbers
tell us that real wages have fallen by the same amount as RULC, then
productivity must have been poor,

If prodhuctivity was higher real wages would not have had ro il and
uremployment levels coukd have bewn held down. Table 1 explaine the
polnt
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Table |
AUSTRALLA GERMANY
AREAL = 4 LABQUR COSTS ﬂ*'ﬂ- i =
WAGES A PRICES o
PRODUCTIVITY % ™
RELATIVELY SMALLER MGGER COST OF.
COST DECREASE CREASE & GREATER
b LESS EMPLOYMENT EMPLOYMENT
CPPORTUNTIES CPPORTUNITEES

While these figures are hypothetical. they reveal someihing about whal we

need 10 achieve on the wages front. Macquarie Bank in ity Asstralia’s

Ecomemic Chailemge publication pointed out, ‘nominal unit labour costs

should not increase by mone than those of our major irading parmers. Thin

broad policy goal would be met if wages incresses were matched by
eTTenis’

By not pulling off & big productivity play, the Accord forced greater
real wage reductions than might have been necessary. And its
macroeconornic failing in relation 1o inflation and micresconomic Biling
relation to productivity probably esacerbated the recesalon.

Conclusion

Compared 1w other periods in our economic history, the Accond s a well
performed wages o It has achieved real wage restraing, a shif of
national income back to profits and has, unstll 1991, decreased
ungmployment, while reducing disputes. However, the total or all-
encompassing nature of the “Accord’s wage DUICCITE Over-Tewards some
workers and under-rewards others. 11 stifies big productivity plays
rraking real wage increnses leis Woderabile

The CAD and in particular, the foreign debd, is like a thermomaeter
thrust into the belly of the beast and i tells us we're running a
iemperature. In June 1990, for every 1 per cenl increass in national
income, imporis roee by 2 per cenl. Al the same iime the impen
penetration rato indicated 13 cents went oul on imports for every dollar
spent. [t is now, after a severe recension, 12 cemts in rvery dollar’ (see
adjustment, as the recent period of high interest rates and now
unamployment has emphasized. If the Accond slows up refarm it becomes
& part of the problem

As has been shown, resl wages can increase and

fall if more is being produced. That's why productiviry & essential nil.thl
Accord is not,
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AWARD RESTRUCTURING
AND LABOUR MARKET REFORM

BRAHAM DABSCHECK

For more than a decade Austmlia seerms 1o have been fnvolved in & never
ending debate concerning the need to reform the operation of the
Australian labour market and its system of industrial relations regulation.

A varkety of different groups and have competed with sach
other in offering a varisty of ontenafhly designed to improve the
performance of the labour market in an attempt to about

Froup
Raght' have offesed proposals which involve the abuolithon of trade unions

Muhﬁ.hqﬂhhﬂﬂnﬂﬂm;hﬁhqﬁ
oarporatis! madel and reform unions along

In sddition, both iuhlldll:mnumhh governments are
comtinually introducing legislattve changes and for have commissioned
ingqqubries concerning vardous industrial relations and labour market (saoen
The Commonwealth government, for example. commissioned the
Hancock Report o offer recommendations concerning the operation of
Australla’s industrial relations systern. Both the New South Wales and
Quesnsland governments conducted inquirkes into their respective state
industrial systems in the form of the Niland and Hanger Reports.
Eeturning again to the Commonwealth level, the Kirby Report and a
White Paper by John Dawkina, the Minister for Employment, Education
and Training, have offered a variety of proposals concerning indusery
training in Australia. Furthermore, proposals have been offered or
egislation has been enacted with respect 10 such issues as affirmative
actlon and equal employment opportunity, industrial democracy,
redundancy and oocupational health and safety. As well s this, issues
penaining o taxation, soclsl wellare, superannuation, ariffs, indusery
policy and povernment mssisance o industry also have industrial relations
and Labour marked Implications.

Motwithstanding the range and variety of the various propossls that
have been suggested of implemeniod over the kst decade it might not be
toa unrsasonable to suggest that the majority of these proposals coalesce
around three nter-related issum. They are first, the question of the
or balance between centralisation and decentralisation within the
Australian labour market: second, the exibility and /or adapability of
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kxbour markets; and thind, whether proposed reforms should be processed
within or outside existing instirutional (ie. industrial tribunal)
arrangements. Since the second hall of the 15805 sward nstructuring has
ansumed a significant role in attempis to reform the operation of
Australlian labour markets. This paper will be concerned with an
esamination of various sses associated with sward restructuring and the
structural efficiency principle developed under ihe suspices of the
Industrial Relations Commission.

Refore proceeding further, however, it might be useful 10 first provide
information concerning the instituronal semting which governs Australia’s
system of wage determination. Under the Australian Constitution the
Commaonwvalth government 8 severely timiied i lis ability 1o become
invelved in industrial relations and wage determination. Section 51
paragraph wxoev of the Constitution only empowers the Commonwealth
goverramend 1o trake laws with respect 1o ‘conciliation and arbitration for
the prevention and setlement of industrial dispotes exiending beyond the
Hmits of any one stake’.

This provision in effect bars the Commonwealth government from
uning legislation to determineg wages, and hence reduces its ability o
directly regulate the labour market. The Constitution forces the
Commonwealth governmen! 10 delegate power 1o industrial wibunals
The major tribunal at the Commonwealth level is the Australian Inchastrial
Helations Comandssion.  The Commission is imdependent of and from the
parties and the Commonwealth government of the day. and has jealously
guarded its independence. One of the former members of the tribunal
perceived its independence so strongly that he referred 10 himself and his
colleagues as the “economid dictators of Ausiralia’

Award Restructuring: Evolubion, Operation and Problems

In March 1983 the Australiam Labor Party (ALP) was elected 1o
governirent on a platform of natonasl reconcillation and consensus.  An
imporant fearure of the ALFs slecioral program was an Acoord, or
AFTEITEne, between the ALF and Australian Council of Trade
Undoms (ACTLD wihich comeniited o Commonwealih Labor governmeni
and the ACTU w0 & centralised systemn of wage determination which had
the maintenance of real wages . . . (8] & key objective’. The Accord abo
inchaded a wide range of social and industrial reforms which would be
pursued by a Labor Following Labor's electoral victary, the
Commission, in the 1983 Mational Wage Case. endorsed the
wages side of the Accord in introducing a system of wage indexation
wihere wage rises werr linked 10 movements in

The mid 19808 witnessed the Australian sconomy experiencing &
awrmiber of major problems with respect 10 the balance of paymenis and the
level of foreign dett. These problems wers assoclated with & serises of
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alterations or renegotiations of the Acoord — Involving wage-tan rade-
offs — which, initially witnessed an end 10 the wage indexation
sssumptions inherent in the Accord, and a move away from a centralised
10 & decenttalised sysiemn of wage determinaiion. En e series of decinsons in
the socond half of the 1980k, and into the 1990s, the Commission has lnked
wage rises ko swand restructuning and the structural efficlency

The Commission sees the structural effickency principle as helping o
enhance the productive performance and efficiency of Australlan firma
and industry. 1t should be made clear that the Commission envisages that
the application of the principle should occur at the snterprise level.
Awards should be changed t0 remove provisions which have, hitherto,
placed restrictions or limitstions on employers at the workplace. In the
Aupust 19889 Mattonal Wage Case the Commission sakd i§ wanted io enable
changes 10 occur 1o “work methods and the application of new mchnology
and .. award provisions which restrict the Aight of employers 1 manage
thelr own business unless they are seeking from sornething
which s unjust or unressonable’. The Commission in the April 1991
MNational Wage Case declared that it saw award restructusing as Tinking
the granting of wage increases 1o the adoption by employers and urions of
measures calculated 10 raise effickency and productivity and to reduce
costs”. Two additbonal points should be noted about the structural
efficiency principle First, the Commission maintakns that it shoulkd not be
an gmnTise In Regative conl cutting 0 reduce award provisions for short
term gain. Second. the Commission envisages the principle as being
designe to enoourage skills scquisition. fraining and retraining,

In the April 1991 Natonal Wage Case the Commission conchuded that
Bmited progress had been made along the path of the structursl efficiency
principle. In doing so it referred 1o the lack of maturity of the parties. and
to the lack of any real impect of the process of awend restructuring at the
enterprise level The Commission, in its April 1991 decision. also rejected a
tmove lowards enterprise bargaining. Other than for the Metal Trades
Industry Association, virtually all of the parties expressed suppon for
enterprise bargatning 1t should again be noted that the Commission
percesves the sructural efficiency principle betig, ionplemenied i the kevel
of the emierprise.  Glven its conclusion that limvited progress had been
made concerning the implementation of the struchural efficlency principle,
the Commission feit disinclined to endorse the adoption of what it
regarded a8 an unknown system of enterprise bargaining. The
Commission pointed oul that the parties winld need to develop more
ratuzity before contemplating the introduction of enterpase bargatning.
in additon. it potnted 10 differences between the parties as 1o the meaning
of emerprise bargaining, lis spplication, the calculation and distribution of
benefit, whether there would be a limit on the quantum of benefits, and

100 ICONOMICT “91



AWARD RESTRUCTURING

the role of the Commission in the process.  Furthermore, it feared thar
enterprise bargaining would lead 10 8 wages break oul, with unions in
Mwmww#mﬂm&nﬂﬁ

AﬂMﬂh-ﬁﬂhﬂmmﬂH
and re-training as a means © tncrease the productive performance of
enberprises and indusiry holds out the prospect of herkding a new “golden
api for the Awtralian labour market and the economy, This optimistic
view may have particulsr relevance for workers who find themselves
formunate enough to be at the cutting edge of techrological change and
innovation, are employed tn relatively large estabiishments which nequire
a variety of different tasks and skills to be performed and casily jend
themselves 1o the development of career paths and & concomitant ability to
provide scope for advancement, and are represented by unkons who have
the whernrwithal to negotiste on behald of members to ensure that changes
proceed on an ‘equitable’ basis

Notwithstanding this, however, 3 number of potential problems
associated with sward restructuring snd the structunal eificlency principle
can be identified. First, in moving from a centralised o 8 deconiralissd
system of wage determination there may be impartant transsction costs
which meed to be considersd. Both employers and unions, and other
interested parties, will need to devotr additional (scarce®) resources 1o
facilitate the movement towards decentralisstbon. While large companles
and unions may have the expertise and personnel 10 manage such &
overunt, others may not be 8o well placed. They will lack resousces and
thir verve necestary o operiie in 8 monr decentralised mduserial relations
system. Evidence supparting such a propositios |s provided by
imformation recently gathered by the Ausiralan Werkploce Industrial
Relations Surovy. The Survey found that 33 per cent of workplaoes had
union delegates, with 66 per cemt of unionised workplaces having
delegates. Linkon delegaies were relatively inesperienond with 50 per cent
hawing teen o delogate ot their curment workplace for less than two years.
Some delegates had previoums experience; however, only M per cont had
been a delegate for & total of four years. Furthermore, (he role and
functions of delegaies in workplaces were relatively limited with B2 pes
cent spending fewer than three hours per week on union affairs. In
addivkon, the Workplecs Survey found that managemest had similar high
levels of inewperience: 49 per cemt of specialisi industrial relations
managers had been in their job for two yeirs or less, with 77 per oent
having less than five years experience. The Survey also found that
workplace negotiations ook up relativaly lirtle time of such managen.

Second, as differen workers acquire new /higher siolls, tensions could
rmergy with workers who have rreditionally performed ehements of such

ICONOMICY "9 101



Braham Dobscheck

higher skfled work. Such problems could be further exacerbated if saiety
consilerations ane an important aspect of such higher skilled work. Thied,
not all workers in the performance of their duthes wtilise all of the skill that
they have acquired through training. The taks that their employers
require them 1o perform have been limited 10 a relatively narrow band of
specialisnd tasks. |t would seem inappropriate and & waste of resources o
retrain such workers employed in aress of ‘sable’ msk periormance. The
stnctural efficiency principle would sppear o provide Uimited scope for
such worker to improve their wages and working conditions

Fourth, workers and unions with limited prospects for skill scquisition
and lacking in bargaining powes may be forced to provide ‘give-backs’
and /or erode awend cond itions 10 gain wage and other benefits under the
structuml efficiency principle. For such wrkers the principle may involve
de-sldlling and & general ‘speed-up’ of work processes. Allernattvely, such
workers will find it difficult to obtain wage incresses. The problems that
low shilled and low wage sarners have experienced in obtasining wage
rises under the structural efficency principle is the major source of ACTU
Secretary Bl Kelty's criticisms of the Commission. Fifth, employers who
deal with well organised and strong undons may find themselves agresing
to wage and other concesslons without gaining any productivity or

efficiency benefits which are apparently available under award
rESLTACTUTTRE,
Summary and Conchssion

The labour market and Ausiralia’s syssem of industrial retarions has been &
continuing source of debate with various groups and organisations
offering and competing with a of proposals for reform.  Since the
atter part of the 19608 the Indusirial Commurission has embarknd
on & program of award restructuring in an artempt to improve the
productive performance and efficlency of Ausiralian enterprises and
industry. This paper has provided information concerning award
restructuring under the suspices of the sructural efficlency principle. and
the problems sssociated with is operation and

The volume of discussion concerning the need for labour market
Feiorm aprpoars to assume (explicisly ) that the labour market b the source,
ar @ major factor, asscociated with the sconomic probilems or crises which
seern o cantinually bedevil Australia  Is It conceivable, however, thal the
problems of the sconomy are more comples and are not caused by what
happess in the labour market! While national economic problems always
soem w0 have & labour market dimension (such as unacceptable levels of
unemgoyment) it o not clear that the labour market. a8 such, is the source
or cause of the problers of the Australian economy. In other words, in
looking for solutions to Australia’s sconomic problems, would policy
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makers be better advised to forus their attention on the operation of

product, capital, money and other markets, not W mention the ability, or
tnability, of governments to collect an (especially from the better off

mteribers of soclety) and developrments in e international ecomommy
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INDUSTRY ECONOMICS

PROFESSOR BRIAN JOHMNS

Introduction

The industry economics option is one which should appeal to many
srudents and their eachers. [t has a core of relatively straightforward
theory; the relevance of the theary can be readily cbserved through
waamples in the Ausiralsn sonomy, and i sddreses some key issues of
govemnment policy which are being discussed almost every day in the
medls and i the community generally.

Whilst this paper provides some brief nemaris about sach ares of study
dentified tn the syllabus it is mainly concernad with guestions of pablic
policy. An important resson for this focus is that, in my experience,
teachers and students often find it difficult 10 keep up with the frequent
ﬁq-hquﬁy.m#r.ﬂ_whu
Australia. They welcome the opportunity o hear why the policies were
adopted and their fikely implicatons fof the Australian economy. Some
Fuldance on suitable source material for an understanding of these policy
imurs may be helpful | have theretore inchuded some references at the
wnid of the paper.

What should we sim 10 achieve in the industry economics option?
Hopetully we will ensure that a reasonably enthusiastic and hand
student will emerge at the end of the course with a far belter
understanding about Australian industry and its place in the world, and
that he or she will have acsuined an ability 1o analyse and debate o range
of important contemponary policy questions including for example
* what policies are needed to make Ausiralian industry more

internationally comgpetitive?

*  why wan it necessary to termiinate the foor price scheme for woal?

* what is the best method of regulating wlephone charges. alter the
OTC /Telecom merger?

*  should the Australlan government introduce tougher laws on mergers
and soquisitions®

®  what are the sconamic costs and benefits of the Very Fast Traln project?

| shoukd now like 1o move on to discuss some specific aspects of the

Industry Economics syllabas. As many of you know the NSW syllabus is

ditvided into thrwe main aress of shady

*  the firm

*  market models, and

s povernment policies
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| propose to sy something about each of these three areas in tum, but my
rerrurks about the firm will be particularly brief as it s probably this area
with which you will b most familiar.

The Firm

The firm in standarn] svonomic theory |8 8 very simple absirac concep
wiich is not intended 1o be & depiction of a bustness finm in the real workl,
The thssretical firm has only & few simple deciskons o make, namely:

*  what good or service to prodisos

*  what quantity o sall (per day);

or
*  wihai price \o charge

irveen & monopolist cannot determine buoth the price and the quantity)
These decsions, simplified though they are, cannol be made uniil we
know the Arm's basic alm and the market environment in which it is
operating. The basic aim of the firm I8 usually sssumed to be the
maximisation of profits, at least in the long-run. However, that aim
canmot normally be achleved unless the firm is able to minimise costs
st each poasible rate of cutput. This implies that the firm is managed
efficiently and is utilising the best available technology. There is no
foom In the theoretical firm for managerial slack or so-called
K ineificiency’!

Two factom stromgly nfluence the market environment facing the frm
The first s the demand for the product st sach posaible price level, and the
second is the naure of the competition tha it encounters: from bis rivals in
the market, if there are any. In the real worlkd, competition can ke 3 wide
variety of forms, while the strength of competition can ebb and fiow with
changes in technology or economic conditions. In the theoretical world,
only some broad differences in the nature of competition ane captured in
fonar simplified market models
*  puire oompetition
*  monopolistic competition
= monapoly
* cligopoly
I shafl be examining these market models in a little more devail in a
T

10 will e appuanent that the so-called theory of the firm that we each in
industry econdmic courses is focusing the spotlight on only one aspect of
the firm's everyday decisions — the pricing and output decisions n its
product market. Other aspects of & real firm’s decision-making are not
considered.  For ssample, no attention is given to the fimancing of the firm
the appropriate kevel of siocks of materials and finished goods the peed
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for training and an sdequate supply of akilled labour; whether 1o sub-
contract the supply of certain services or (o perform them in-house: the

level of rrw investment in plant and equipment; or the flrm's
relationships with its distributors. Does this mean that the
theoretical concept of the firm is so abstract as not to be uselul? Not w0 —
the theory of the firm Is & necessary bullding block in showing how the
prices of goods of services ate determined in a market sconomy. Prices ane
imporand, parily because the relative prices of goods and services guide
the allocation of resources among different activities Unless relative
prices accurately reflect the underlying oppomunity custs of the resources.
uned In the production of the various goods and services, the nathon's
gross domestic product will be below the level that could otherwise be
anained.

Market Modaols

The essential characteristics of the foor market models are shown in
Figure 1. You will notice that | have assumed that a firm supplying any
of these markets would be alming to maximise profits. This assumpeion
may not necessarily hod for a monopoly or an oligopolist In the absence
of strong actual o potential competition, & frm in either of those market
situations may prefer to enjoy ‘a quiet life' rather than energetically

pursuing greaier efflciency and lower coats,
figue | Market characteristics
corgstion cewmypabilaon
Maximise profi Yes Yes Yeu Yes
MNumber of producers  Many One Maarry Few
Eowy aniry Yes No Yos Mo

ienfical prodhcts~ Yeu Yes Mo  Yes/Mo

The easiest of the madels to analyse sr pure competition and monopoly.
In both cases there is a homogeneous product. While there are many
individual producers in perfect competition, ssch with & very small shars
of the market, in a monopoly situation, there is obviously only one
producer. However, it is sometimes overlooked that these market
specifications alone do not enable us 1o inber what the equilibrium price
wiill be. even if the cost conditions and demand sre known. The
enury comaditions ko the industry must ako be inio socoasml.

Take the case of the taxi-cab market, for example  There are many cabs
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Figue | Market for taxi services
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on the mad in a major capital city and s each has a very tiny share of the
market. The indusiry is not purely competitive however, because (he issue
of new tax plates has generally been tightly contmlled by the regulatory
authority, making entry difficult. Nevertheless, a taxi plate can be
purchased (at the going market price} from an existing holder who s
prepared m relinquish it

Pigure | depicis this fype of taxi market. For simplicity, | have ignored
the umsal flag-fall component in the fare and assumed that there is @ fat
charge per kilometre. You will notice thal oncoe & cerain oufpul has been
reached (afler OCy) & rise in taxi fares has very listle effoct in inducing a
greater supply of taxi services. This reflects the Bmitation on the number
of o plates om issue. The td-fare which clears the market and ensuns
that demand s met bs shown as OF.

Figure 2 shows what happens if there s an mcreased dimand for taxi
services, due perhaps to the growih of population or higher rall lares.
There is a rightward shift in the demand curve from Dy to Dy.
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Figwe 7 Market for taxi services
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the inereased demmand. (If the fare is kept down by regulation, then some
customens will not be able to cbain a cab or they will have to wail longer).

Flgure 3 looks at the same situation from the perspective of 2 single
taxi<ab licence holder. Before the increwse in demand, taxi-fares weve at
OF; and this meant that he/she was just able to cover average unit costs,
inchading a normal profie

Follewing the increase in fares 10 OP;y the taxi is able 10 squeese in
sorne additianal trips, but anly from Oy to O Significantly, the fare per
kilometre is now well above the average cost incurred and the licence-
holder s sarning more than normal profiss. The end result will be that the
market price for taxd plates will increase 1o reflect thise sddithonal profin.
mmmwm::mmmmm‘um-
plate would only be able t0 earn a normal rate of return on his eapsital
outlay (which is approximanely what he could earn if he entered any other
actbviry of equivalent risk),
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In ihe case of monopoly, the entry conditions o the indusiry are also
decisive in determining whether the firm can charge the full shor-run
profit-madmising price. Consider for example the theory of ‘contestable’
mmarkets which first came into prominence some 15 years ago. The theory
suggested thay in some markets previously thought to be natural

{Le. only one producer could be comenencially viabie), the
incumbent firm woulkd be obliged 0 keep it prices low 1o avoid the risk
that & potential entrant would sapplant it in the market of make a hit-and-
run eniry which wossld cause i1 significam iemporary loses.

In the Hght of subsequent reseanch it hams out that there are probably
iewer ‘contestable’ markets than was first thought. The key s the exbend (o
which the potential entrant would incur “wunk coste’ if i enteved the
market. Soch costs cansot be recovered If the entrant s obliged to
withdraw from the market after an unsuccessful foray. They inchude

and promotional cosis, which sre usually not recoverable,
Also likely 1o be losi is pan of the cosi of ilems of specific sgulpment
which may have 10 be resold st o price well below the original purchase
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price. The greater the magnitude of such “sunk costs’ the more secure s
the incumbent monopoly against competition from & prospective entrans.
Hince the closer will be the monopolist's price 1o the full short-run profi-
mravimising prce.

The presence of & dominant buyer may also limit ihe exercise of
monopoly power in the market. For ssample, one would expect that the
price hargsin struck between a monopolist and & monopsonist would be
besa than the monopolist's profit-maximising price, thaugh it s difficult 1o
inder on thenretical grounds precisely what price will be arrived ar

The most difficult of the market models 1o analyse in &
rrunner is oligopaly. The hatimark of this market is not just fewness i the
number of producers, bul rather their mutual recognition of their

— the actioms of any one producer affect the actions of
the others. To analyse this type of market, assumptions have o be made
about how each producer expects others 10 behave (e g, that frm A will
hak! output ar price at the presmt bevel il the other producer elects fo vary
his output of pricel. The variety of possible assurmptions that can be made
s large and theoretics] models of oligopoly wend 10 be comples and rather
removed from reality,

In general, it seerrm much better for the student 1o be made sware of
real-life oligopoly markets and how the conduct of firms may vary over
time with changes in demand, technology, entry conditions, and the
srengihening of the market power of buyers. For example, you will
probably have noticed the recent spate of price-cutting in indusiries such
b fibre-board contatners. petrol retailing, ready mived concrete and now
airlines. What charscteristics of these markets give rise to such price-
cutting” Why don't we see such price cunting among dentists, lide
irfurance comparnies of even feal estate

For many markets, not fust oligopolies, it s wseful 1o sk students 1o
enumerate the hey leatures of the market in terms of structurs and
conduct Thery will first need 0 be clear about what the market is. whether
it is local or national, and what range of produces/services Is involved,
Then the fullowing festures should be explored as they are likely 10 have a
dominant influence on the industry's pricing, profitability and innov-
aHvenmss.
the number and size of prodicers
the extent o sconotnbes of scabe and soope
the entry conditions
et competition (f amy)
the numbsr, size and knowled geability of buyers
the pature of governmen regulations affecring the indussry
the extent of recent changes in technology
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Some bried comments on two industries will help o indicate that thers (s
usually & rich vein of empirical material o be apped and analysad.

i the tyre manufacruring industry theee ane significant economibes of
large scale production and hence only & very few Austratian producers
will be commwreially viable. Although transport costs are significant.
Australian manufscrurers are lable w face competition in the domestic
constrained in thelr pricing mot only by impon competition but by the fact
that & few bocal motor vebicle manufscnarers are the only buyers af tyres
sohd ds original equdpment

In the pasi. the bewel of profection has been & major tactor affecting the
profitability and performance of the local tyre industry. Firsd, tariffs
restricted bmponts of tyres.  Secondly, the high protection of the meotor
wrhicke manufacturing industry served 1o maintain @ domestic market for
tyren an original equipment. Thirdly, the local content plan for motos
vehicles tended 1o ensure that the motor vehicle manuiacturens soroed
mosl of thelr tyres from domestic suppliers.  Recent reductbons in wriii
protection, as wiell as those foreshadowed over the next few years, are now
putting pressure on the local tyre manufacturers 1o bower their costs
ﬁm‘hmﬂm“dhm#mm

Bow comsider the market for the services of solichors. A preliminary
question ks whether the market for their services is bocal or national. The
answer is not entirely straightiorward. In some services, such as
conveyancmg, which represent o major part of the profession’s aggregate
income, the market is generally local or regional However. there are
many natonal frms of solicitors providing & fange of legal and waation
adwice 1o major national Australlan compeanbes

Prodessional and sducationsl requirements tend o limdt the rate of
entry into the profession. Government regulations also affect the
profession by influencing the demand for their services. For example,
the demand for conveyancing services by soliciiors depends on whether
oiher practitioners besides solicitors are permitied to carry ouwl
conveyancing work In South Australla conveyancing is open 1o &
broader group of practitioners but in New South Wales it is the domain
of soliciiom alone.

Relative 1o other providerns of professional services, the averige gross
income of solicitons appears quite high. This may partly reflect higher
expenses. However, it probably reflects two other factors as well — first 2
nnrmal fake of returm on the above-avenage investment in initial sducation
and training and secomdly an ‘economic rent arsing from the restricted
entry o the profesaion and the influsnce of certain restrictive practices
which tend o limit the extent of competition.
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Government Policies

| should now like 10 tum o some aspecis of government microeconamic
policy in Australia. | shall foous on thiee areas

Indisstry mabiance
Competition policy
Dheregulatimn and mricrosconisnic reform

industry Assistonce
There are many different forms of industry assistance in Australia
Mhﬁﬂ“ soctaral plans for industries such as motor
and wtibes, chorhing and footwear; subsidies o
Mmmm export market development
grants; ias incentives for research and development and ofiset
requirements which oblige overseas contracion to government bodies 10
source some of thelr sujrplies trom Australian

The latess calculations by the Industry Commission show that the wrifl
fermains the most imporiant form of assisiance 1o industry. This is despite
the fact that the average rite of warifl protection has been declining in
recent ywars and will continue to fall throughout the present decade as
further tariff reductions already scheduled come b effect

A principal concern about high wriffs is that they are likely o cause a
wiasteful misallocation of redurces between industries. [ there were no
taniffs, Australun industries which had high costs by world standards
would employ few resources because consumen would buy cheaper

irstead  Thus moee resources would send 1o be attracted to those
Australian indusiries able to achieve low cosis and compete
imternationally. However the wriff distors that picture. Cenerally, the
highest tariff levels have boen provided o relatively high-cost Australian
indusiries. As & resull mote resources lended to fow to the very
inclustries which were (he lsast competitive and used those resources beass
productively.

The mote unkform the mie of wriff protection for different industries
the less is the resulting misallocation of resources within the prowected
sector. Yet a few Australian industries continue 1o receive rates of
assistance which are markedly above sverage For example, in 198990 the
average effective rate of assistance for the Australian manufacturing secior
a8 & whobe was 16 per cent. Yot the fate for the motor vehicle and pans
industry was &5 per cent and that for clothing and footwear industries
exconded 180 per cent.

[Note: the effective rate of assistance is the amount of assistance
provided to the industry as s percentage of the total value added by the
industry’s activity|
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A hurther problem with the @il and mdesd most forme of asisianoe
o particular industries, is that it tends 1 encourege ‘rent-seeking’  In
other words, resources are used wastefully to lobby govermments to
maintakn or increase the protection for an industry although that lobbying
activity will not result in any mone goods or services being prodoced lor
the mation.

Moreover, svidenoe accumulated over the years dhows that, when
firms or industries are insulsted from competition by the tariff or other
Fewrenms of protection, the incentve i reduce costs and improee productivity
s Hiearly to b dismiinished.

Although most of the arguments are overwhelmingly in favour of
reducing tarkffs further in Awstralia, o case can be made for
protection in very limited clroumstances. The best-known exampie 8 the
infant-industry argument. This suggests that an industry which would
eventually hecome tnbernationally competithve could have relatively high
costs in ik initial stages and thus would never be staried unles there was
some shor-term protection sgainst imports.  The srgument may look
persuasive but there are 8 number of questions that seill have to be
addressed. For ssample.

* what happens if the industry does not become tnternationally
competitive afier several years of wriff prosection?
* s the tariff the best means of encouraging the infam indusiry io
drvelop?
Thetr b8 now widespread suppon among business, trade unbons and
for & continuation of gradual reductons of tarlf ssistance (o
industry. In his statemnert of March 12 1991 on Buliding 8 Competitive
Australia’ the Prime Minkser announdoed further arilf csls. The nominal
tariff on passenger motor vehicles s to be phased down to 15 per cent by
the year 2000 and the maximum tarifi for textiles, clothing and footwear
will fall io 25 per cent by the same year. Moanwhile, the level of
agriculrural assistance will decline in line with the reductions in
manufacturing. By the end of the decade the average effective rate of
assisbunce will have Lallen to 3 per cont.

While wariffs are clearly falling, there is quite strong suppor for
abhemative “posithve’ measune of industry assistance desigred 1o improve
the international competitiveness of Australian industry, Among the
positive measures already tn place ane:

*  grwnts for export market developmenta;
* 150 per cent tan deduction for ressarch and development

by companies (after 199394 the daduction will be 125 per cent)

The rationale for these measunes ks rather different from (he mtlonale for
tarifis. It bs lkely vhae, if left bo the free market. fome would spend oo
little om training, research and development and export promotion
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{comparad with the soclal opritum). Why? Because firm A's expenditure
on training, R&D or expert promotion oftes benefits other firma as wiell
bBut A does not usaally recelve any recompense for (hose external benelics
gained by the othens.

Take a simple example. unmhnﬂmmmgumln
evport market may have 0 spend conskderable funds in developing local
chanmels of distribution and publicising its products. As & resuli
Acstralian exponiers armiving laer are likely 1o find i easier w0 establish
distribnation links and have their products acoepred. Vet the Later arrivals
do not have 1o pay for these benefi, and this may discourage the initial
ﬂlﬂl'ﬂ'ﬂ-ﬁll‘h}lq—i‘lﬂlllﬂm expenditure on export
FETITTM R AT

This kype of argument can provide & sund pestification for government
ansistance o training, ressarch and development and ewporn marke
development. However. the design of an sppropriate policy measure
requires considerable care. For example, the present 150 per cent tas
deduction for D scpenditure is avallible 1o compandes in mespect of the
whole of thetr R&LD expense, not just the increase in KD evpendinire since
the concession wis introduced. Hence, a large part of the @y benefits flows
to firms in respect of R0 they wiould have underaken in any cane.

Secondly, o what exdent will a redisction bn the cost of BED because of
the tax comossdon induce an tndividual firm 1o ncrease its outlays on that
form of activity? This will depend on the importance of R0 costs in the
overall cost of innovation. If 8 firm has to employ many other
complementary resources le.g. marketing personnel production enginesrs
eich 1o introduce & mew product, 8 small propontionate reduction in (s
el coss may have little effect on the size of its inaovation program.

Finally, some of the benefits of RiD undertaleen in Australia may fow
1o multinational companies which are able 1o transfer those benefin
elsewhere. This can mean that & subsidy to R&D financed by the
Ausiralian tax-payer is beneliting overseas residents rather than
Austraiian reshdents dlone.

Competition Polkcy

As & preliminary 10 a bried discussion of competition in Axssiralia, |
thought it M;mﬂﬂhmmmﬂnumy
concentration which wits relessed last year. Many people believe that big

In many of our industries there are now only twa or thiee major firms.
There s clearly an slemnent of truth in this, bt i should not be nierred
that there has recessarily been a serious diminution in competition.

Conventiorally, sefler concentration in an industry has been measured
as the percentage of the ndustry’s turnover contributed by the (four)
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largest firms in the industry. It was possible 10 Judge from this type of
calculation whethet concenimation n an industry was Increasing over time
In & recent study, the Burmw of Industry Economics (BIE) has shown io
what extent highly concentrated industries have increased their share of
total value added in the manufacruring sector. [n their definision, highty
concenitated indusiries are those where the four ngest enlerpriss grougs
account for 70 per cent or more of industry tursover. Such highly
concenirated industries scoounted in 1972-73 for just over one-quarer of
manufscturing valoe added By 198687 this proportion had risen to just
over one-third. There has been & cormesponding fall in the share of
manfacturing output coming From industriss with low concantration
helow 40 per centl.

While thess Agures end b0 support the view that Ausirallan industry is
becoming more concentrated, they il to whe sccount of the growing
importance of mport competition. Import penetration in the
manuiacturing secior has been incrmaslng quite srongly in recenl yeam.

Fornusately, the ME has also been able 1o show how
concentration, changed between 1972-73 and 1986-87 after adjustments
have been made For lmports and expores of manufsctures in each indusiry.
The adjusied resualts show that highly concentrated industries have
increased thelr share of manuiscturing valus-added v only & very small
entient, although the share coming from low concentration indusiries has
wtill decrensed

Mhmﬂhmwhm-ﬂhmm
conceniration n manudactaring industry appean to haw been dechining in
recent years, partly under the influence of import competition.  Thus, the
Australian experience appeans to be out of line with that in some other
industrialised countries. This may reflect not only the smaller size of our
ecomommy, bl alén a less atringent approach o policy.

In Australia, the cornerstone of competition pelicy is the Trade
Practioes Act 1974 (s amended). The Act prohilbies:

*  price agrosments between competitors.

* resale price malntenance, in which individual suppliers seek to force
distributons to chargd Faed prices for thelr produces.

* misuse of market power, wihere & Grm uses s marked power bn order

o damage 4 competitor of prevent & firm entering the market.
= price discrimination which i Kiely 1o substantially lessen competition.
*  some eschasive dealing arrangements
Thus mosd forrrs of anti-competithve conduct ane within the scope
of the law and couert action is when if it sppeans that have broached
the law.

There is nothing in the trade practices legislation direcily aimed at
o ifying the structure of the industry — in particular, there s no parallel
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to the Linied Seates begislation which would permir the authorites 1o seek
ithe broak-up of a very large corpovation (such as Standard OI0. However,
the Australian legislation does address the issue of mergers and
acquisitions. It is illegal for & dominant firm 10 acquire another
corporstion if this would increase its dominance kn the market. Moreover,
& corporation may not acquire 8 competiior O ihis B Bhely © resuli in o
achieving a dominant position in s market

It b swmatienes. claimed that this aspect of competition lew s Lable 1o
conflict with the broader objectives of industry policy. For exampie, an
scquisition which would lead to 3 monopoly In an Australian
manufacturing industry may be necessary 10 achieve the benefits of
reonotnies of acale and & greater degree of inemational competitivenes.
Yet, the acquisition could be stopped by the merger provisions of the
Trade Practices Act, because it would lead 1o the dominence of the
Australian market by a single firm.

‘What this argument overlooks s that there is a8 mechaniam in the Trade
Practices Act which can resolve this dilemma. A firm can obtain
authorisation for & proposed acquisition if B can show that the lkely
publsc benefits of the merger outweigh any apparent anti-competitive
detriments. In fact, in the last rwo weeks, the Trade Practices Commission
has suthorised the acquisinon by ACI of the Smorgon’s glass container
plant at Penith, which will leed 10 a virnual monopoty in the manufacture
of glass coneainers in Australia. The reasons jfor the declston included the
saving im capital cost, the smaller loss of employment, and the better
continulty of supply to small custome s that would resuli from
the merger Mot importanily, AC) was prepared 1o give some formal

wonild not rise by more than the increases in the average cost for 4 basket
ol relevant cost e

Dereguiction and Microeconomic Reform

Recent moves by the Australian government to deregulate some
government business enterprises stem from a belief that greater
mamhmhmmlﬁmuﬂ
mare apid introduction of new technology. Such a reduction in costs

would sssist Australian indusry generally, as users of these services, 1o
becotmne mone internationally competitive.

The areas in which deregulation and microeconomic reform are
already begtnning w take place include:
*  teleoommmn kR tons
*  domestic akrlines
*  rural rarketing suthorntes
*  the waterfron
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In the past, the existing firme or organisations tn these industries have had
entrenched market power, generally backed by Commonwealth

Even when this legiskation is amended, the incambent firms
olten retain substantial market power, sufficlent perhaps o deter many
prospective entrants. The problem then I8 how 1o encourge competition
while providing falr and equitable irestment for incumbent Frms, snd 8
e s e ensuring thet communily service obligetions are met.

The issues can be illustrated by relerence 10 the domesthc sirline
industry. This s genetally regardod & & contestable market in which
potential entrants can exercise 8 considerable influence on fare levels. The
reason bhat i can be attractive to entrants bs that the markei bs growing,
and sunk costs are pot very large. In pariicular, ermdinal space and aircraft
cafi be ledsed and personnel hired on short-lerm contraces 50 that sunk
cosis are lmibed fo such things as sdverilsing and promotional ouilays
(wrhich will not ba recovered U the nave venburs |s wnsuccesafull.

One new airline, Compass, has entered the indusiry since deregulstion
became effective on 1 Novernber Last year. Another, Transcontinental, has
been mooted a5 a potential entrant. One problem that was recognised
even priot to devegulation s that the rwo major existing airfines, Ansett
and Australian, have 20 year lesses on the terminal bulldings a1 most
This brings into question the long term effectiveness of any new entry.
The current arrangements are that the leases requine Ausiralian and Adbett
to megotiate on reasomnable terms with new entrants (called third party
carriers in the lease) for gates at the main trunk route sirports.  However,
the leases do not require Australian or Ansett o dissdvantage themselbves
in order o accommendate 8 hew entrant, nor doss the lease set ol In any
detmil what facilities are to be provided at what sanden]  These maners
are the subject of negotiation between the parties.

A second problem. which has been most evident at Sydney alnpory, s
o k-hamer There are & limited samber of slots avallable for
landing and departure of abrcraft st peak hours How should these slots be
shared between the ecisting airlines and the nevwcomen!” Would & sysiem
of auctianing slots enable the financially stronger alrlines (probably the
incumbents) 1o outbid the other airiines and blunt thelr competitive
sirengih? What would be the effect of reserving some of the slots for 2
lmndted suction confined 1o new abriines alone?

If Australia s to achieve real benefits from the moves towards
microeconomic neform the balance ot be shifted wowands mare effective
competiton in some previously regulsted industries. Much detailed work
has b0 be done w ensure that that goal s schieved.

This is not w0 sy that all egulstion is bad. Table I provides 4 broad
perspective on the scope and nesd fof regulation in the modern sconomy.
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Toble 2
Is competition feasible?
You Mo
M Yeu | Mosl cosm Eniry revriched by
competifion dominant kirm
desiroble? No | Exesiveeniry  MNatrol monopoly

In the great bulk of industries competition is both feasible and desirable
However, there are & small number of industries which are true natural
unnpuhhg electricity transmission). In such cases competition s

neithet leasitle nor desirable  Public ownership or government regulation
will be needed 1o ensure that a natural monopoly does not exploil it
mathet power.

The top right-hand comer of Table 2 nefem to those industries where a
dominant firm has the market power to restrict entry. This could ocour
rven afler an indusiry has been deregulated (o g, Wwlecomemunications). I
that case competition policy and rade practices legistasion will be nesded
10 ensure (hat the prospective entrant firms are given a lair chance o

Finally, there is the rather rare case where competition 1s not desirable
because it tends 1o be excessive, such that private firme are discouraged
from producing the good o service because it is not profisble to do so.
This cast I8 sOMtiMmes khown s ‘cream-skimming’ |t arises jor example
when a firm is willing o sell product /service A 1o 8 group of consumen
only it can cross-submidise this activity through the profis oblained from
seiling another product, 8. However, its profits from producing B are
quickly eliminated in practice becaune other competitors enter the marke
10 skdm off the cream.  Hence if product A is to be produced st all, some
form of restriction on competidon may be nesded in the market for B,

Conclusion

This paper has traversed & wide field very briefly. | hope it has been
useful in pointing out the range of interesting and exciting issues which
can be discussed in the Industry Bronomics option.

The succes of government polickes on strucrural change. deregulation
and microeconomic reform will have a crucial bearing on the future
standand of lving in this country. Some of you may have come across a
recent book by William Baumal, Sue Blackman and Edward Wolff entitled
Productivity and American Lasdershipr The Lomg Vien. It makes some bold
projections of the growth of productivity (GDP per work hour) in 16
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advanced countries from 1579 10 the year 2020 On thelr projections
Austrabia ranks near the botionmn of the Bst ar Tieh posiion — abead of onty
Canada and the United States. Choarly this rather pesalmistic propection i
not immutable. 1t is imporant for us o recognise that the design of
appropriate microeconomic policles can make a positive contribution o
our furure productivity growth. This is o message mot only for oursehoes
but for owr phudenis who will represent the next generation off scoromic
policy makers.
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MICROECONOMIC REFORM
GEORGE SOURIS

What is #?

= It covers reform of ports, rallways, revised prodential supervision of
mon-bank francial institutions, removing duplication and conibict from
regulation betwesn the Commonwesith and States snd smong the

The Sperial Premiers’ Conference process has generated o browdly
based commitment to 8 wide ranging structural reform of the Aus-
traliap economy.
It is this reform process that has come o be known a3 microeconomic
* This speech focuses on the meform of the public sector in NSW only,
speciiically corporatsstion
I stress this is only one aspect of microsconomic reform.
* Reform in NSW. goes back beyond the recent Premiers’ Confierence
agreements to the previous Labor administration.
* The first significant step was the establishment of & task force on

ﬂﬂlﬂﬂf;"ﬂ' o the dm gy
LUF L o .H
ﬂw degres eomnpirtiton
The categories range from ‘A’ — no financial independence, no
mariel competition (e.g The Cabinet Office); through o calegory F
= total financial independence. fully competitive (ng. G0,
The degree of control exercised by central agencies iall
mmuumﬂmmw q
* The NEW government advanced the micro-reform process a siep
turther with the development of a corporatisation policy for
poverrimenl rding enderprises (GTES)

What are GTEs?

* Covemment organisations producing goods or services which are, or
oomikd be sald or tendered in the market place.
It is the market orientation (or potentiall which sets CTEs apart from
the ‘inmver budget sector’ (e g, Premier's Department).
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‘What is Corporatisafion?
Corporatisation involves

Establishing am operating environment for GTES which replicates the
mﬂ;mmhmﬂﬂphﬂmn

Aim of Corporatisation — Why Corporofise?

Unlike other Siabes corporatisation is not bud get driven in N5W.

The alm of corporatisation i 1o produce an “incentive environment’, or

Framework of incentives’ which increases productive end allocative

efficiancy,

Productive Efficiency =  minimising the cost of & given level of outpot
This ensures CTEs do not pay for waste.

Allecative Efickency -  obining & mis of goods ard services that
iy sockety's wielfare.

The alm is to ensure thai consume s do not subsidise CTEs o waste

resources. [ resources are wastidl by GTEA, then the costs of products

elspwhere in the economy ane higher.

Conporatination i ol privatissbion.

Corporatisation s not commerrialisation,

Corporatisation i nol “incorporstion”.

Corporatisation s the systematic implemeniation of the analytical
frarmework sel out in the Report of the Steering Commities on GTES

The report ‘A Policy Framework for Improvisg the Performance of
GTEs is based on a property rights theory of organisation and the NZ
FApETICnCE Wilh CoTpoTa stk

The report contained five conditions to be satisfied 1o encournge
wificient resource use.

These comditions are known as the Fise Priaciples of Corporatam.
The principbes arr.
1. Olear Objectives:
Managerial Autonomy.
Performance Evaluatbm,
Fewands and Sanctions; and
Competitive Meurality.

The first four principles are designad m secure productive efficlency
The fith principle is designed 10 achirve allocative efficiency.

e ow N
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Clarity of Objectives

It involves disinguishing commetcial, social and regulsiony chiectives.

Currently CTEs ofien have eliments of all thiee tyjpes of dbjective.

This makes overall clarity of objective impossible

CTE activitdes are principally comenercial

Thus the objective of corporatised GTHs is 10 be as efficlont as amy
business (Siate Owned Corpomations Act 1989, Section 8),

L. the akm i 10 maimise the market vahue of the Saie's inveatment kn

the disets managed.

This purely commercial focus provides GTE managers with a clear,

mosn-coenirad icrory abyectve

Social objectives, or Commumnity Service Ohligations — CS0w, can be

pursusd separately or by contracting with the GTE.

Becaiise governtrent pays separately for CS0n, the community can ses

what subsidies are providod — and make bemer indormed decialons.

Regulatory functions must be separated from commercial operations.

e waber boards should not set standards for or police their own

effluent discharge.

Regulation should be performed by an independent body (e.g.

Environment Protection Agency (EPAJ)L

Managarial Authority

Involves giving boards of directors and management complele
and authority for schieving commencial objectives (and

Cannad etbectively impose the right incentive on GTEs.
External controbs tend 10 stifle managerial creativity and inpovation.
Importantly, they diffuse responsibility between managers and

Eesilt — often no-one s held acoountabile.

Under corporatisation the government can focus on monbtoring how
well GTEs perform comemercially

Boundaries of responsibility are clarified by clear commercial
agreerments between shareholders (Ministers) and GTEs.

Performance Manitoring

This involves improving the accountability of GTEs by subjecting them
b FigERarTus evternal mondtoring,

Meed 10 understand thar there is a difference briween external
mronbtorkng and control

124 ICORGMICE 91



MICROECONOMIC REFORM

= Monbtoring is necessary because GTES do not face the same scnutiny as
public companies
= s subject to @keover hecause government owns 100 per cendl,
= ot subject bo threst of bankrupecy;
= et bt 1o scrstiny by debi markets (ocause all funds borrowed
by Treasury Corpl.
Adl these issuss nedd 10 be covered by the mondtoring system.

Rewords ond Sanctions
*  [pwolves introductng 2 market based system of rewards and sanctions
for CTE direcion amd managers.

Rewards paid and sanctions enforced in relation 1o performance of
individual CTEs

Periormance is moniiored ageinst sgreed arges
»  Mewd to clearly eslablish that sanctions s well s ewands (most ofken
mpﬁﬂﬂ—u“ﬂh“_ i you don’t perform you

mm
Involves croating a Tevel playing feld” oz a o7 the privade secior.

*  That ia, remorve the special sdvaniages and disadvantages applying 1w
GTEs berawse of thelr govermment ownership.
As o earller, this |5 essenttal for allocative elficney.

= Advaniges w0 be removed inchade

=  gmempiion from s (1o be pald o Swie Treasiry),

- government guarantee on debt (CTES o be astessed by a ratings
agency and a fee pakd bo Treasury Corporstion in addition o the
interest charged o raise cost of debt to the same as If the GTE was
o puaraniesd);

= e usbtommers

»  [isadvantages currently facing GTEs a8 a result of government
ownership inchude

= some CGTESs fsce thed suppliens
= euiermal conirol of executive salarieg

= provision of subsidised services without adequate compensation.

Market Reforms

»  Corporatisstion clearly involves mot just structursl reforms of CTES b
also reformn of the markets in which they operate.
For example, reform of the Electricliy Commission will involve
mibenshve restructuring of the electricity indusiry:
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= astblishorent of COTpting fenerion,

=  establishment of a “spot’ market for electricity.

Creation of Crain Corp invotved the deregulation of the grain handling
Inatustry in NSW.

Reform of the egg industry involved deregulation resuliing in
substantially Cheaper oggs hof consmers.

Enuablishmeinl of EPA will radically reform the markel in which waier

boards operate by separating responaibility for supply from obsligason
o mionitor and ensare quality standands oheerved.

ﬂu_iﬂtnm
» Corporsiisanion s desighed 1o achicve better delivery of services.

*  Corporatisation improves scoomantabrility:

= Managers clearly accountable 10 boards (who appoint them), not
Ministers, for periormance,

= Boands in urn clearly scoountable 10 shareholding Ministers (who
formally appoint them instead of Governor). Boards no longer
‘sdvisory’ in nature or practice but clearly responsible; and

- Minister femains accouniable to Parliament.

Financial information supplied by GTEs becomes more relevant.

*  [Information provided In advance on targets through a Statement of
Commercial Intent 50 Parliament knows what the GTE is aiming 1o
achieve. Parliament can then assess if performance matches alma

Replices ald system where often Inadegquate information is
provided long after fallures occur, allowing Parliament only an
oppartunity 10 review the undesired cutcome.

*  Allows more effective social expenditare. Contracting for the
proviskon of CH0s with efficent GTEs allows either

= the sarme bevel of social service 1o be provided for a kwer cost: or

- mofe social services 1o be provided for the same oot 10 the budget.

*  Also allows the comumunity o make better informed decisions about
the subsidies provided via CS0s

Conchasion

Peter Mcinlay says in ‘Corporatisation: the Solution for State Owned

Enterprises’ (Instituae of Policy Sradies, 1957}

“The ssues involved are not simsply ones of whether organisations are
better owned by government or by private Individuals or firms. At

ke kit of the reform e i how 0 rernoser he conflions of interes:
and ronfsskon of objectives which have been inhereni in the

of many public sector organisations, both trading and non-trading.’
This is whai the corporatisation process in NSW is all sbour
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CHRIS BURNUP

ASSISTANT DIRECTOR
BUSINESS COUNCIL OF AUSTRALLA

Chris Burnup is currently working as Assistant Director of the
Business Council of Ausirglio, dealing primarily with lssues reloted ko
the environment; ond the role of government. Har respomsibilities in
tha anvironmental area include odvising mojor corporations,
preparation of policy maners such o3 ssaincble development and
contaminated sites, os well os liaison with governmen! and
conservation bodies. Chris has held vorious senior positions in the
Yictorion Stote Public Service and published papers covering o
ronge of topics inchuding women's parficipation in education ond
training, ond the links between educotion ond indusiry.
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CHRIS BURNUP

1 am here representing e Business Council of Australia. The Councl
membership comprises the Chisl Bxeoutive Officess of major Australian

Haturally, our inieresd by the snvironemenial debate reflects a
concetn kor the im wrhich busines is concucied.

| have been to talk sbout environmental sconomics and | intend
io o soeret of thal. However [ also intend i ialk briefly sbout the nafune
af the environmental debate lsell.

I also want to draw your attention to an important conceptual
framework which s belng used in Australia (far more than in other
coliftrkes) Le. suslalnable development

1 weill alse spenad sorne time distusiing the question of energy because |
beel that this s the nevus beiween industry policy and environmenital
CONCETTS.

1 will talk briefly aboul the competing policy approaches (and
COMmpeting which suriace when the mlivante of markel oo
command and contml mechanimrs (s debated.

Feraly. I want to turn o the impact that the ocarrent debate & having
upon business decision making,

Mature of the Debate

The cuarrent descriptaon for this subrect ares in the NSW syllabus states:
studenis are encouraged o Investigate curtent environmenial
issoes.  Emphasis, however, is on the privaie and soctal cosis and
bernefits. asscociaied with meowrce managemend rather than on the
emotional and polifical overtomies often highlighted by the medis

This Is a legitimate description to contain a particular subject area.

However, it 15 worthwhile restating that the environmental debate =

A debate which is sibowt conflicting values gnd

highly politicissd;

filled writh canotion;

subpect b mankpulition by a host of pressure groups;

a debate plagued by ignorance of the the most hasic scientific facts

Students studying the subject of environmental economics enter

classroome with strong and sometimes clear opindons on the subect.
ﬂh.;ﬂ-m—ﬂ-ﬂrummh-’mw

the public as an msus second only in importance w the sconomy. There is

no kndication that this concern ks kessening in the recession.
Viclav Smil recently published an escellent article in the ndependen
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Maonthly entitled "A Guide for Green Skeptics”. In it he ralsed some

mﬂqmmﬂﬁﬁmumqmu
— has risen all over the

mﬂnﬂhmmqlm He contrasks these gaing with the

warnings of imminent colastrophs from the mone sufeme COMMEnBon.
Visclav also poses & semies of questions which test our vndersanding of

basic environmental facts. | am going 1o borrow theee of those questions

and put them o you now 8o that you can think about them during my

[F11°8

1. What is the iotal number of living species on the Barih?

L What is the typical productivity of tropal rain forests?
A How much carbon diowide is ithere in the atmosphers?

(There will be & test at the end of sy session )

Any approsch which fails o recognise the comphes natere of thie debate
will achieve very Hithe,

There is an added dimension in Australis. In many countries the
primary debate is around pollution isses, how o runage effluent, how
i deal with wrban spriwl eic. I this counéry we are fortunaie o have
vasl areas of wildernesa remaining. The smotive and philosophical
concerig of wilderness preservation are sometimes iranslabed into the
everydiy MAnAgement concerns of the wrbah envifonment

Having recognissd the comples nature of the area, |t then beoomes
important 10 create some sort of meaningiul framework for study. Ina

philosophical sense the environment b everything. bul it s imporant o
I w0 Hmits &0 that & usehul focus can be achieved

Sustginoble Development — A Possible Fromework
Sustainable development occurs where economic and ecological
sustainability overlap as (lhustratid below

Australis has adopted the concept of satainable development far
more resdily than other countries. This s in part because of the federal
gevernment’s inkilathve in establishing & major consublative process —
involving ning Prime Ministerial Working Croups. The Business Council
has repressniativis on Bve of the working parties and B involved 6 co-
ardinating the inchamiry bput ko the process.

The concept of sustsinable development, first popularised by the
Brundtiand Comandsalon in the mid 15%80s provides a useful concrptual
approach to many of the challenges of envimonmental economics. The core
definition of sustainable develupment is

Economic development which meets the needs of the present

withoul compromising the ability of future generations 1o meet

thiedr pwrn newds

The main principles of sustainable development (termed Ecologically
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Sustainably Development in Australia after long debate) are agresd upon

by most of the partie:

* integrating economic and environmental goals in policies and
acrivities.

enauring that environmenial assets are sppropriately vakued,
providing for equity within and between generations:
dealing cautioualy with sk and irreversibility,
mecognising the global dimension.
However, the real argumeni comes with the way in which these core
natural it is um . ki
ca irea thi values
held. Th:hllm tnﬂlmwmm
development depends on the encouragement of markst based solutions.
The major players in ihe Australian debaie have agreed 1hai
and the environment ane compatible It b only those on the
fringes of the debate who are prepared to espouse an anti-growth

Enorgy — A Key Link Between the Environment and the Economy

Another way of focusing on the question of environmental sconomics is
through the use of enengy. This is cenainly the way tn which the sharp
end of the public policy process is focused — through the Industry Inguiry
.

Australis 18 currently participating in the Hons on climate
change lsading up to the major UN Conference n Brazil in mid 1992
which may frame an international convention 10 reduce greenhouse gas

At present, Australla is committed to interim planning rangets which
alm to recduce greenhouse gas emisalons by 2005 to 80 per cent of the levels
in 1988 In onder i achieve soch a wrget, Australis will have 10 consume
mich lews emeTgy.

Thie Buslness Council published 8 study in May, entliled ‘Energy
Frospects 2005, which attemgas to assess the frasibility of achieving those
planning targets without sdverse sconomic tmpact  The results suggest
that wi will be able 0 go aboud halfway.

In the course of undertaking the study, we became aware that two
factors were poorly undemtood:

* Firw, Australis s a resource-hased economy, with the minerals sector
cxsmenily accounting for mone than 40 per cent of merchandise sxpon
revenue, #4 billion of (annuall capital investment, 10 per cent of Gross
Domestic Product, and direct employment of about 74 000 A
recend fepon prepared for the Business Council of drawing
on the work of Michael E Porter, identified Australia as being amongst
the most efficlent suppliers in the workd In the resource area.
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O could argue, thevefore, that Australia’s comparative econdmic

sdvantage lies in this sector and snergy use is likely wo increase as a

consequence. Australia is also & net energy . This is in sharp

contrast ko most OECD countries and many of thoss couniries which
re Australia’s competitors in the areas of trade and investoment.

* Second, Australia has a relatively high rate of population growth
which is a major contributor to the rate of growth of carbon diowide
emission. Ausiralla’s annual rate of populstion growih over necent
years is 1.5 per cont companed with 0.3 per cent in Western Europe.

The expected high rate of growih and consequent
increase in energy consumption in Australia will make the task of
schieving the desired reduction tn greenbouse gas emissions
substantially more difficull than will be the case In most other

The Tasman Irstiute has recently published a stady entithed Treenhouse

Cap Abatermnent’ which estimates the cost of implementing (he Toronio

fargeis. The study estimates that the lost domestic production by the year

2000 woulkd amount o 55 billlon, an ameunt which would climb year by

year (575 billion is equivalemt to 20 per cent of the present bevel of GO

Lost weports would be additional 0 this
Other shudies undertaken in 1991 for the lederal government imply a

et benedit of over §7 billion if the fargets arr implemenied. How is such a

discrepancy ! This endrmanis range of resulis seems o be very

pertinent in reference 1o 8 question & in the 1990 NSW HSC examinaton:

The question asked in part: “What are the main problems in applying
oot -beenefit analysis (o environmental problerrs™

The winter edition of Solutions, 8 newsletter publinhed by the
Renewsble Energy Council of Victoria attempted 1o desl with the wide
discrepancy by pointing o benefies which can be overlooked nchading
+  meduced ol bmpons;

*  opportunities for the development of rew indusiries based on energy
eifichnt and renewable energy technologies:

*  |ncreased smnployment oppomunitie

*  meduced eneTgy cosis 10 ConsEmeTs: and

*  gvoidance of further investoment in fosail fuel power sutions

The article raises problems with the projection of past trends and

revormmarnids the approsch of foousing on the end use of ety .

In citing these various shadies and the contention which surmounds
them, | do not have any definitive answers for you on whether Austrulia
can (or should even attempt 10} meet the Toronto targets in regard to
reduced energy use, The sue has been mised because i provides a
wmuﬁn-ﬂu‘-ﬂudmw
ba absohuely crucial for all areas of the Australan sonnaemy,

It also demonstrates. very cleardy that we are dealing with & rapidly
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emetging policy area. The best references are studies which have been
done very recently and which are not yet inchaded tn texthooks.

| have spent time explaining this because it seems to me that & subject
like environmental sconomics fequires grounding in an sccurate
understanding of the Australian sifuation and in particular, the unique
narture of the Australian sconomy 10 be medntnghul

Market Forces versus Command ond Contral

Thiis area s mast often the focun of the environmenial sconomics taught in
schools. The Busiress Councl takes the view that governments should st
the frasrerwork for efficient marken, through & minkmum of

There is a deal of evidence to suggest that many of our current
Mpﬂmmﬁ?mwmm

The problems of Easiern are often cited 10
mﬁh‘ MmHMHlnmhm’l:-muhmw
imefficiencies (and environmental excesses) of public utilities can be
compared to the conduct of privawe bustness (o draw similar conclusions.

The discussion about market versus command approaches is not
theoreical.

For example. in the current round of aegotistions on climate change,
there is & great deal of discussion about how best 1o achleve reductions in
greenhouse gas emisiions. The Linited Siates is advocating a systemn of
tradabie emnission rights whilst others lavour mandated wargets.

The best summary that | have come acroms recently, describing the
market mechanism in this debate, has been published by Jeff Benaeti in
The Ecomuemics Education Restew i the January /Febroary 1991 edition. Jeff
dhescribes The key s
*  market laibere, where private property rights are unenforceable for ore
TR o atsther;
povernment fallure:
private propenty rights = how markets can be created in umusual arean
the provision of public goods;
maRagermEnt of commom property;
the intermational dimension {of greal concern for Australial;
market environmmentalism.

The only addition that | would make to Jeff's summary is to place maore
Eress on two important questions which the ecologists have put before ux
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It is important to emphasise the linkage between theoretical ap-
proaches bo market envisonmentalism and real life problem solving.

Ini 1988 & major American study was conducted wnder the direction of
Roben Swavins, | F Kennedy School of Covernment ot Harvard entiilod
“Project B8 The study does not propose a free market. Instead it focused
on finding better mechanisma 1o achieve appropriate environmental
seanaiande

I examines specific examples of market mechanisms in areas as
diverse as sir quality, solid snd hezsrdous waste management and
weilands conservation. The mechanisms are a3 simple as ‘the
ctimination of subsidies for environmentally destructive timber sailes or
as intrcate as & system of auctionad tradable pollution permits to contral

st raln’.
Emissions trading has been in in the Linited States since 1574
The programs have not been y tisedd but are estimated 10 have

resulted in moce than $4 billion in savings in control coss, with no sdyerse
fects an air quality.

Ome notorious example of this has been the use of contlngent
valuation. pamicularly in the Resource Assessment Comamnission’'s inquiry
into mining in the Conservation Zone. On that occasion, the study
produced & result which can be interpreted 10 indicate that the commanity
wold b prepared 1o value land within the sone at 100 times that of prime
Melbourne CBD land. Quite rightly, the Comrrassion eventually decided
io disnegard these resulis

Business Decision Moking
Thete is & greatly increased environmenial swarenes in business amd

industry. To some #xtent this is generabed because employers and

employees are part of the community and affected by the same concern

that others share, More directly, it is because environmenial
conskderations are impacting on the visbility of all types of business. This
occurs in a variety of ways:

*  In the context of nesource use e g fshing, forestry timbers.

#  In terms of environmental protection in regand fo both proceses ansd
prosducrs.

#  The risk assessment associated with any busines underiaking o
contamminated sites. (This isue has the potential 1o change the value of
all occupied land)

#  The decision making processes at bocal, statr ansd frdeval livels
At present there (s & greal deal of uncertainty in the business
cormnunity and this is affecting invesmment.
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* An Access Ecomemics study indicates that conflict between en-
vironmental podicy and sconomic growth in this country has cast doubt
over Lhe futiire of 26 bstness projects waorth $18 Billkon,

*  Thise projects coutld generate £3 billion a year in export income.

# Incheded in these ire the cancelled §1 billion Wesley Vale
Project and the BHP Coronation Hill joént venture: 12 paper mill
Flt:u-mﬁmlim:ﬂum:*n-m
three urariwm developrments — costed at aleos 35 billion.

* Ouher projects delayed or complicated by environmental
include the $350 million Cape York spaceport and the §4.5 Very
Fast Train project.

There ate confused jurisdictions and competing standards  In paricular,
there seems o be linle understanding of the imponance of imeliness in
to bustness decislon making The Business Council co-sponsored a
study with the Buresu of Industry Bconomics entitled “Environmenial
Assessmant — Impact om Major Projects’, which demonstrated that the
mest sagnificant problem for industry were the delays associsted with the
appriovils provess
Rather than atiempt to provide you with a list of relevant papers, |
would stmply poinl oul 10 you that the various industry sssociations
are invaluable sources of information on these topics. For example,
in the Busimens Cowncil Rufletin, which is published monthly we have
run a serles of articles dealing with a range of environmental
COMErOYETEER.

Conchnion
Al the beginning of my talk | asked you three questions. You will recall
1. What is the total number of living species on the Earth?

1 What is the typical productivity of tropical rain forests?
1 How much carbon dicadde is in the stosphere?

1 amm pot polng b0 ask for volunisers: the Snswers are:

1. We do not know: about 1.4 million species (slightly more than hall of
them insects, 150, 000 plants and about 41, 000 vertebrates) have been
described in blological literature, but o iowml of armund Bve million is
much more lkely, with the highest estimates going well over 10
million. The fact that we do not know the total invalidases all of the
recent estimates of the rate of the global species loss.

L Intermns of net primary (& measure preferred by ecologists, expressing
the total of new lealy and woody mass created by photosynihesis),
muostly around 20 tonnes of dry bicmass per hectare a year (mnge of

10-35 #/hal. roughly twice the productivity of lemperate forests or
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pramlands.  But most of this newly synthesked rainfones blomass (s

mpidly saten and decomposed by microbes, invertrbrates and higher

animals and the pet ecosystemic productivity lactual gain in the
biomasa in a year! i negligible — even nothing a1 all)

3 Annual mesn measured in remote, clean locations (Hawail, South Pole)
is now just over 350 parts per milllon, or 0.035 per cent of the
atmamphere by volume, roughly 10 per cent higher than 30 years ago,
and %0 per cent above the pre-industrial era moan (for comparison,
atrmasphiere contains TH per cent of nitrogen and 3] per cond of oxygen).

Those of you who were right can feel very worthy. Those of you who

were wrong can feel reassured that you are in ithe majrty.

The point of raising such basic questions is to demonstrate the
difficulty of creating & rational policy tramework when the snswers o
such questions are certatnly not widely known.

I hope that | have provided you with some insights sio the reality of
environmental economics, its importance 10 some key decisions, both in
business and indusery and also 10 governments.

I alsa hope ihai you may find the various concepts usefal. In
particular | think that the notion of sstsinable developmant is & very
sl umbrells concepl which shoukd encourage serious discession.

Finally | hope thai you muight make use of seme of the sounces which |
have mentboned because there 18 some very exclting work going an a
present.
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AXING SOCIALISM

WHY AND HOW THE EAST EUROPEANS
HAVE BEGUN THE TASK OF THE 19905

WOLFGANG KASPER

Tpale iarpafimesisoe’ Lok the lootersl
Lenin, 1917

When, in 50 years” tima, our sudents look back to thelr formative years in
the late 1960s/early 19908, the changes in the formerly communist
couniries of Exstern Burope and Asia stand out as the crucial historic
event No b than o counter-revolution s unfolding there — the demise
of four 1o seven decades of evnlutionary socialism (Table 11
It would be a failure of teaching not W cover and analyse (he changes
in the evcommand economies (NCEs").
Before we can embark on discussing
*  why socialism came unstuck (Part 1D,
*  what strategy to replace the falled system is 1o be adopted (Far 11D,
and
* how the wactics of implementation ate working out (Part [V),
we need a thumb-nadl sketch of the modern theory of economic growth
and development 10 provide us with a kogical reference system.

What Mattens for Economes Growth?

A generation ago, economista focused their aitention on capital

accumulation as the central driving force of economic growth. They

advocated high, aften forced, savings, and the tmnader of o from

o poor countries. Access to natural resources was BEEn AR A
for growth. These views appealed to national economic

the top down by collectivist/ statist moans, mobilising capiial and natural
mesousces (development planning)  Butl we have sinoe leamt that nations
can have unimpressive in living standarnds despite very high rates
of formation and bountiful natural resources. The USSR and the
East economies have demonstrated that the mere piling up of
eapital godads aned the unchecked mining of resources are sure-fire ways 1o

crmiinuing uhderieyelopment!

The analysis of the unprecedented economic growth in the West has
demorstrated that production lactons other than labour and capital (so-
calied ‘third factors’) now account for half o three quartens of messured
econaenilc growth.
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A5TR{ucharal change]. E[nirepransunhip]).
e Thord b, ————

mmmmwﬁ'mm
innovation of products and processes which draws on advances of
technical and management know ledge,

*  the learning of new skills,

* srructural sdjusiments by producers to explolt new production
opporunities and 1o respond o new market detnands, and

s entreprensurs who act like catalysts in uncovering and mobilising
resounces and combintng them into wanted production.

The foaus kn the economios of growth has thus shifted o Lhe hanbware”

aspert of growth to knowledge and enterprising people with sidlls — the

‘software of development’. This is mot 1o say that economic development

does not require physical capital and natural resouroes, bt ihe quality of

people and entreprensurship have gained centre-stage in modern

development theory (Kurnets, 1980; HRostow. 1978 Abremoviz, 1980

Harberper, 159684)

This has rmised & further question in sonomics  what palisical, social
and pconiimic system ks most conducive lor people b0 develop ancd apply
useiul knowledge, skills and enterprise’ The know-how needed for
enhancing productivity growth in @ modern economy is so comples and
changes o dynamically that only the search and experimentation by freely

Figure | m“dmw-dhmm
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competing, sell-motivated individuals can yield mudficient resulis. What
matters i not only the allocation of given, known resourres 1o satiafy given
wants (satic efficiency), but the dynamic discovery of new resources and
the svohstion of new wants iynamic efficency). This is so comple a sk
that only the ‘dollar vowes’ signalbed trough markets can tell uws which of
the many new ideas that are being developed by producers all the time. are
wanted by the buyers suficimtly, o cover the costs and offer a profit In
short: only market competition can help us discover and process the
information needed to support our high bving sandards snd 1o support the
workd's large, growing population. No-one, or no central body could ever
hope o know and evaluate all the relevant technical and commenclal
knowledge used in 2 modern industrial sockety (Mayek, 1945; 1968,
Kirsner, 1964; Friedman, 1960 27470

People will net compete in markets if they cannot appropriate the
hoped-for gains. This requires the incentive of secure property rights
(ptopeny law protecied by independent law courns, transparent,
prodictable taxes; security from ‘expropriation by inflation”).

Experience has shown that only three incentives induce people 1o
produce for each other:

* love and friendship isolidarity);

* u material gain and self-interest and

& ooerCiodn.

The social system with which we (1 hope) have grown up is based on the

first motive, namely the microcesm of family and Iriends. However,
cannot be extended 10 cover all those with whom we intersct in

the macrocoum of & large, complex modern economy, sitnply because we

cannot know and love all those with whom we interact . The

comples. modern division of lshour amongat thousands of people I

most regretably! — not work on love and friendship alone”. It

sither coercion (Le. pulags) or what Hayek called the "extended order’ of

private property and markess (Hayek, 19739 19881 |l one sbolishes the

coercive methods of central, Soviet-style planning, one has to replace them

with caplialism based om private property. There is — mamt regrestably’ —

no ‘thisd way’ for large, modern socketies ™,

We have also loormt that market processes do not funetion well in 2
vacuum: they require reliable instinutions, such as the rale of Law,
adherence to 4 code of ethical conduct, the enforcement of liability for
one’s actions, and provision of non-inflationary, stable money which
permity consurners and producers to read the price signals cornectly.
Appropriate framework conditions (often referred to as the socle-
ecnainic order) keep the transaction costs of econowmic enterprise low and
ensure that those who make an effort 1o enhance the material Jot of their
fellow mun have & good chance of keeping the rewsnds” Wi have leamnt
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that the arbitrary rule of men, market interventions, cumbersome

and the politicisation and buresucratisation of economic lids
tend 1o undermine productive smerprise. In such conditions, propie's
energies are Cchannelled into rent-seeking, Le. obtalning unearmned incomes
# the expense of others. This is 4 sero — or even negative-sum game
Buchanan-Tollison-Tullock, 1980; Beumol, 19900 — whether it is played
to the benefit of Party apperutchils in Moscow, military hierarchies in Thind
Warld countries, or Canberra buresucrats and the Industrial Relations
Club in Melbourne  Rent-sesking b, over the long verm, mvariably at the
expense of sconamic growth’.

Histowy has shown that the opefness of the economic system ks crocial
i directing enaerprising people away from theis narural sendency 10 séek
rents and towands productive wealth creation:  when national sconommibes
are open I0 competition in prodoct snd Bcror ek, e ralens aneol
creaie rents, because those against whom they discriminate take their
assem elsewhere, voling with their feet.  Rather, governments have to
compete by creating economic institutions that facilitate high rates of
return. Openness was at the very basis of European industrialisasion,
because the rivalry of the trading states promoted the rule of law and
business-friendly customs and Instinstions  (MNorth-Thomas, 1973, Jone,
1981, Morth, 19911, Openness has also been the foundation for the success
of the new industrial counirles of Asia (Kasper, 159900, Wiith rapid
globalisation thanks 1o the increasing international mobility of know-how,
skilled people, capital and firms, the forces of an open workd sconamy are
now ncreasingly lmiting the scope for political interventions almos
everywhene (Ohmmae, 19901,

Seen n this light. the break-up of the former Soviet Unidon in the wake
of the coup in September 1991 ia a boon.  Gorbachey's presurmpeion thar
the communist system coukd be revised and a cohesive empire could be
kept iogether 18 now brrelevant  Dnstesd, there will be much independsnt
sxperimenting th smaller, more open polifical units. Some experiments in
how 1o axe soclalism will fall, others will be sucoesadul in ralsing fiving
siandands and promoting liberiy. The successes will be imitated. The
break-up of the Soviet empire will allow diversity and gemuine discovery
albsmal b bo unddo soclalsim.

Last but not least, & political order of slectoral democracy with &
division of powers between legislanire, suecutive and judiclary o normally
a prerequisite fof the malntenance of & competilive market onder. Whai
matiers for econormic dynamiam is the guarantes of avil liberries, 5o that &
pluralist society — including the pluralist rivalry of independens
conpetitors — can unfold (Friedman, 19621, Towmlitarian governments are
sooner or later, bound to restrict individual dvil and sconormic liberthes.
even U they favour markets to promote sconomic achievermnent  This was
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for example borme out by the developments in China after 1985, and
especially after Tiananmen Square, and by Corbachev's difficulties with 2
felurmist course in Late 1990/ early 1991 (Appendin A}

Why Did Sociolism Come Unstuck?
The lesson about the importance of the ‘Software sspects’ of growth and
the importance of the extended order 1o growth and nnovation was re-
learnt n the West (and in Bast Asla) & generation ago. The lesson that
knaw-how matters centrally 1o modern growth was hali-mcognised n the
COMITURIS! COURtTES B the 19708, when their sconomic growth man inte
lamitations”. They tried 1o get accens W more productive technalogy by
wmmmmt—mm But the
beacleers of China and the Soviet bloc did not accept that the it
of also requires
e prege g il et s o abogey sy
government support for individual freedom, self-reliance and a
productivity-oriented sei of rules. The massive technology Imports
therefore went largely 1o waste from Fast Bertin 10 Shanghai

It was anly the continued progress of Western industry during the
19605 in aress lke electronics and software — based on such
A% Pummerous young Americans experimenting and competing bn software
development and micro computers, or the LS developing
ar Wary' — and the unreleniing progress of the capimkise
economies in the OBCD and East Asia that forced the leaders of the
ctvillam and the millary spprrel in the Soviet Unbon 1o realise the need for
an open exchange of informanon (plemmt ) and for decentralised structural
change (prrestrmila) (Gilder, 1989). This led 10 some reforma, in paricular
the removal of coercive contral planning  But, once corrcion was dropped,
production contracted, because the vacuum was not filled with the

capitalism.  Central planning provided the Soviet economy only with an
insect brain compared 1o the nervous system of the modern market
wconomy, but Gorbachev's firsl reform performed & complete Inbolomy!
Lietle wonder that the Sovies economy, which had stagnated i the early
V980, is now collapsing (International Monetary Fund, 199110 In any event
the inatitutions, the Lows and the moral and begal rules are not presend for
markets to function spontansously. Indeed, the Gorbachey reforms
Utriven by the wish 10 emulate the progress and success of the
sysiem) began to overtake their initiator and 1ok him on an uncharted
course for which few thinkers in East or Wiest were prepared. (For a
chronclogy of the key historkc svenis in the Soclalist revolution and its
undoing so far, see Appendix A).

The collapse of central planning hurther lowered the backward Bving
standards in the soclalist countries. Measiires of material Hving sandands
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In the sooalsl countries have long been grosaly ensggerated.

(The widely quoted income data from UN and CLA sources) wre
false . .. income percapita in Hungary and Yugoslavia ... in 1988
reached hall the level of Creece .. . Poland's income per-capiia ...
only maiches half the level of Portugal ... It is not true that Bving
conditions in the rich former soclaliss countries .. were on & par
with less advanced asilons of Western . Moreover,
environmental demages were ignored, lacilities were
Inapprapriate, housing was poor and social security trsufficiem:
Ciebert, 199150

Although there are few hard statisties available, all recent estimates show

West Cormany las against previous data a gap of ondy 10 per
cent, Table 1). umh-hummmﬁmhl.ﬂlhlnww
living standard in the lower-middle income category (averge

output roughly in the neighbourbood of Mexico and Peru, but consmer

living sandands roughly as low as in Papua Mew Cuinea), income levels

AT¥ VaTy uneven hitween city and country and various regions.

Whilst &t had long been sccepied that ‘soclalist construction’ requires
sacrifices (in the shape of long queses and poor-quality consumer© goods),
the increasingly visitde shortialls in the Innovative potential for capial
poods and military handware were the real reasons why direct coerclon
through central planning was abandoned by the Communist elites.
However, the vehemence of the spontaneous opposition to the ohd systemn,
which was na longer ruthlessly defended from about 19878, had much 1o
do with other falhures of socialism
* Despite the propaganda, the supply to the average citiaen of

education and health services was extremely - Average schooling

is far shorter than in the Wiest or the East Asian countries,
and scholastlc achieverments of the average pupll tas distinct from the

‘display srudents’) are low.  Schooks are extremely poorly squipped,

and teachers in all soclaliss systems are poorly paikd.

*  The hardware biss” of growth, which stressed quantities of production
and not quality, and the sbsenoe of rationing by price bed 10 2n enormous.
waste of fuhufal resouroes and @ destruction of the environment which
e e democatas society wimakd rver have wileratod,

* The lack of material incentives created what one Soviet writer called
the Theee Riders of the Soclalisl Apocalypee Indifference, Secrocy and
Incompetence’. This destroyed the quality of life of all but the top
Party elite. But progress in communications technology enabled

of lide in the market sconomies (through videos, satellite TV,
v, and photocopying). and their own situation was increasingly
peroived as intolerable. Long before observers in the West sopped 1o
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compare soclalist wioplan theory with capitaliss nufity, the citimena of
fastern Burope svidly compared socialist realty with capitaliss reality.
and they found the resilt devply depressing.

* The system led to pervasive duplicity and incredible moral decay.
Party careerists could live o life ‘more equal than the proletariar’ (as
Russiun President Yeltsin remarked when he joked that "Communism
has already been achieved in the USSR — for the 1op 200
functionaries™ Tha rhetoric of worker liberation and the constant

of the moral high ground by the Soclalists could o longar
cover wp lor the ruthless, enlogically disguised nent-seeking by an
unsderted precafipenisd

The pervasive involvernent of the Staie in the details of the citizen’s life

preventad any form of civil soctety from developing. Civil society s

defined as ‘the separation of private [ife and the sconomy from siie

direction . |as] & prerequisite . - of genuine political freedoms and
econommll prosperity . Under clvil society, the dispersion of sconamic
power means that political and begal power cannot be monopolised, and
that checks and safeguands againss the abuse of power are alble [ opefale

.. Iulrimately, this will emsure] the heightened civility of relations

hﬁmlhpﬂqﬂl’[ﬂ.lmﬂh\midi.,mlm
More than under the material failings of socialism, the people suffered

therefore under the pervasive repression of their freedom and the
destraction of momlity and irust. This s why ‘civil sockety” s now 50 high
on the list of priorirkes, namety the cultivation of free associations, families,
churches, vohmiary assisiance sChemes, endships, business networks,
free trade unions, and the many other social relationships which
individuals arganise below the level of the state. These lallures of
soclalism had a ot o do with the fact that the people would not work for
bove alome. They had 1o be coeroed by Stalinis show trials, foroed-labour
camps and other means of direct coercion. The freedom of speech and
information, the freedom of travel and sconomic cholce, and the freedom

1o elect governments, which we consider essential for the pursuit of

hwmﬁhmumhmm. Hwen the

ownership of desktop computers, phobocoplers and fax machines had o

be restricted to protect the ‘dictatorship of the proletariar’, and all

associations that make up a civil soclety had 1o be kapt under siate
survillance.
These fallures of socialism explain the vehemnence of the push for the

ELFTeTd couEmier-revoluthon, onoe matiers began o move.

Whot is the Best Strategy o Replace the Foiled System?

As we saw, modern growth s based primarily on bumran knowledge. lis
ellicient use reguires comples pre-conditions () st the macro level of
soctal, legal and economic order, (h) at the micro level of markets and
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and () a1 the micro-micro level of management Flgure 2.
The transformation of the XCEs requires changes a1 these three levels. We
shall first discuss the elrments of & strategy of reform ai these three kevels,

and then brielly mention & few critical lactical problems of implement-
atiom.

Macro framewark.  Since the basic legal framework has been destroyed
under sockalistn and since the Bast Buropeans do not want 1o incur the
there and cost of the gracdoal evalistan of case law, the governmaents in the
NCEs have decided o impose a citizen-friendly legal onder by a wririen
consaftuthon and written law codes. This effort s based on constitutions
which enaure basic sdcial and economic freedoma, in particular the
guarantes of private property and the freedom of contract.  The legal
will require not only the declaration of a new constifution (which

Humngary has already done), but als the sdoption of a civil code, property.
commpany and fomtract laws, and (he creaticen of an ndependent odiclary.
The guickest solution 10 meet this requirement was German unification
the legal framework (and the know-how and instiutions of thie Rechistsar)
was put in place overnight. Respect for the law and legal practice
however, cannot be introduced 5o easily, since legal restraints have been
totally discredited and few people understand the importance of the law,
For new law 1o becoime scoepied, i will have 10 be simpde, fransparen,
cunsistent and citizen: friendly

The second part of 8 minimal macro immework that efficient markets
mequire relates 10 a stable sconomic onder  the XCEs need stable maney
and a tramparent, equitable s and expenditure sysiem. To date, the East
Furopean economies have a unitary banking system which provides no
competition in Anancial markets and no effective contral over the money
supply. Indeed, public deficits tend to be sutomatically financed by the
printing press, which in some countries i not under any one authority
fe.g Yugoslavia and the USSR). The problem of monstary discipline is
complicated where prople have accumulated huge unspeni money
balances (as was the case in Poland), whers the x collection system
freaks doven (an in the USSR and Yugoslavial, or where uncontrolled stae
firme are running up increasing deficis which are covered ausnmatically
froen the siaie budget because sockil upheavals are leared (this is virtually
e camee kvl XCEs, (Komrnad 199000

Monatary discipline can therrfone only be schieved:
* i @ two-ther system with an independent central bard is creaied;
= il state firms are confronted with a “hard budget constraint’, the

credibile prospect of golng broke: aasd
+ i tanes and public expenditures are ratlonally designed and

adminisiered under an elected parilament that ks respected by the

clijsens.
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from eastern Germany where these conditions were “imported” and
Ereerous public transters are on offer, Poland has fsced up to the
requirement of stable money most consistently: after run-away inflation
was allowed to wipe out monetary balances (as well as high nominal
Eﬁ-ﬂhﬂ functionaries), fairly strict monetry discipline
hu”lpphdm :ﬂ.ﬂhnh raie has been brought down, The
foating auchange fale convertible currency was stabilised and
tied to the LIS-§ (Lipton Sachs, 1990, Nevertheless most XCEs miffer from
infation. Private iraffic increasingly uses stable forvign
currencies &5 & unit of account and means of payment (e.g.. Slovenians
have de fucte become enthusiestic members of the D-mark bloc)
The singhe most stupsd act o destroy trust in money (the very basis for
a productive division of labour which the refarms are to achleve) was the
arbitrary comfiscation of money balances in the USEK, where big rouble
bills were declared illegal in late 1900 While this reduced the
overhang, which the spparsl had been creating, it greatly undermined
material incentives b0 improve te economy by gain-motivated effort and
saving

Market competition. Market competition requires firms to be
sutonotmous of central directives. Firms have io be eager to make a prof
from competing with product and process innovation, advertising and
after-sales services. The first requirement can be med - and be met
- by ‘corpomtising’ production units in agriculture, industry and services,
and by all the managess with a hard budget constraint’ (no
more submidies) second requirement can probably only be met by
privatisathon. But privatisation poses a number of problems in the XCHs:
* Interding buyers cannil evaluate the wonth of & company as long as
thete are ne market prives for inpuis and cutpuis. The participation of

the spectre of Western, sspecially German domination in socketies
whose public piyche b still deeply mired in the natiomalism of the
1920% and 19308, having missed oui on the exhilarating #xperiences
with interfstionalisation i the West sinoe 1945

* In those countries, where money savings are small, citizens will not
hawe the money to buy even small businesses or shares in
companies. This problem can be circumvented, as is done In
Crechoslovakia, by endowing all citizens with vouchers which they
cam ke ko bid for state property (Klaus, 1990),

* Political elites and workers in industries that are being privatised exrrt
political pressures against privatisation. This requires that pri-
vatiation suthorities be indepeodent of govemment and charged only
with the task of selling the assets (not also with management tasks, &
i the case with the Germam Trrwhamd). They must also be given clear
deadlines and the right to tiquidair unsellable production unim.
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¢ One impediment to genuine privatisation arises trom formal or
Iinformal property rights clatmed by the workers: in Poland and
Yugoslavia. for example, worker councils hire the managemeni and act
as an entrenched Interest {roup ogainst market pressuses to cut cosis
Worker-tnanaged firms tend to under-invest and overespand labour
Ersln
»  Where privatisation is turned into & complicated buresucratic process,
it 18 slow, of it is bypassed by informal privatisation” (farmens sinply
M#ﬂww-ﬂmmmmﬂﬂh
heir dwellings) Where such sctivities are birly evenly spread Geg
HﬂlllrrhmrmhlnuuﬁhﬂﬂulﬂiHﬂH!ﬂum
revolution,

*  Privatisation should not be the only way 10 slan private businesses.
Favourable conditions have to be created for the stan-up of new
businessrs, including foreign participation. This requires tha de-
control of real-estate, capital and other facror markes.

Most centrally planned economies were typified by large autonomous
memnopoles. This, two thinds of Soviet industrial products ane suppiied by
only one of two firms  In such circumstances, privatisation would create
monopaly capitalism, in other words B would do litle for public welinre
and sustained growth. The task can be solved by breaking up large
‘combines’, if possible, and in any event by opening up the market 1o
imiernational competition, The Hungarians and Pols, with their high
priovty for eatly made liberalisation and free cormency convenibility, are
on ihe right mack. They utilise world market forces 1o break ingrained rmd-
seeking and stimulate innovation and competition-supporting, nstitutional
change

Other countries, especially the USSR, act mane on the lines of an
inward-looking policy and economic nationslism.  The chances for getting
proper reforms off the ground are commespendingly diranished.
Management. Last, bul nol least, economic reform masslve
changes st the managemeni level, both in the prychology of producets and
in the skills of management. The present sdminisirason of industries have
grown up thinking in quaniity and enginesring terms and [ sdministering
scarcity. Now they have 1o think in terme of costs and peofis, end in lerms
of market opportunities. They have o bam thal the command no longes
comes from ‘central’, but from the soversign consumer. 1t will take some
timee 10 adjust b0 new Tewand structures and o find out what qualities and
skills make you a winner, In the proces, industrial sdministratons may
lose guaranieed privileges. Not surprisingly, members of the old
awernllationa are often inclined (o sabotage change,

The tmplenentstion of the market mechanksm will whe time bertause
learning at the management level will take Heme  But fornunately moch of
the expertise will be lnarnt by competing and doing. Meressity will - once
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the basic conditions &t the macro- and the micro-levels are put in place - be
the mother of learning. The incentive 10 copy practical know-hew lrom
the West will be as preat as it was in East Asbs in the 1960 cultural and
grographic provimity 1o the advanced societies of Western Europe will
Frvatly lacilitate learning  This is where openness and in particular the
openness 1o international movernents of capital, technical knowledge and
skilled labour, as well as 10 entire firms. will be crucial and where
nationalist venophobia will be costly

How to implement Change?

It s mow acrepied throughout Fastern Furope and the USSR that sockalism

was a costly detour on the roud from caphialism to capitalism’ Bust the big

strategy and the final goals are not yet clearly understood, and the wetics

ol transition seem often confounded  The essential conditions for market

capitalism, as set out in Fan | are not yet widely sccepied.  Trials and

errors will be numertous and many decentralised experiments will provide
vahuable learning experiences on how 10 conduct the counter-revolusion.

Another problem is that & large part of the public in the XCEs seerms not, as

o, convinced that they have m incur the full pain of sdstment 1o mar ket

competition.  Long isolated and cared-for by a dominant,

sale, prople are slow to embrace seli-reflant enterprising attitudes and

accept the risks of sell-reliance and self-provision that the collapse of

sochibiem fobsks upon them.
A mumber of tactical lssues af ransiorming the economic system are
presenily being discussed:

* Should one reform as fast and as herolcally as the Poles or the East
Cermans (se Case Stsdy, Appendix C) have done, or more cauthously
a3 the Crechs and Slovaks are doing? The argumenn in lavour of
intense, bt short adjustment pain, coupled with consisient, correct
signals from now on seerm strong.  Slow microeconomic reforms can
wasily be hijacked by rent-seeking pressure groups. contradiciory
sigmals from various interdependint reforms are less likely o arise

*  What is the right sequence of refarm?

) The central issue — political of economic reform? — has been
dedrly decided in the advanced Fast Buropean countries, whete there
are no dibts in favour of priority 10 energetic political reform, but
sccompanied by economic reforms.  Howewer, as one moves further
vast and especlally into the USSR, the answers are less clear to date In
China during the 1980s it became clear that inconsistencies between
political control and econamic reform make the reform course
unstabie’. A reform strategy, to be effective, requires the mutual
support of palitical moves towards more civil rights and economic
reform o naterial self-sufficiency of the individual and the frm. Afer
AlL the two aspects of relorm are not separable.
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fh) Another important lisue (n sequencing is whether wo institute
now, markit-supporting legal,/ economic onder before privatisation and
before competitive conditions are introduced.  This seems (0 be the
approach in the Crechoslovak Federal Republic [CSFRL  Or should
competitive conditions be croated before the legal sconomic onler is
formed and before the bulk of industries are privarised, s seems. the
approach in Poland and Hungary? There are probably as many
sequencing theories as economists who write about them The best
solution probably is to signal the intended end state, as Ludwig
frhard’s ende liberaliam did in West Germany, and 1o move
pragmatically and last whetrver reforims can be driven fonwand.

= Should the reforms be imposed from above or be driven from below?
Can the state be trusted 1o reduce Statism? Libertarians are inclined 10
ket things sort themselves out from below. But where sach massive
structural changes are involved, gradual competitive Fvolution & oo
show and costly. The undoing of the dominant socialist siate has b0 be
accelerated and sireamlined by governmant sction. This is the
jastification for a privatisation suthority rather than markes forces, for
the creation of stable government money, and fof a written comstitution
arndd written civil and commerclal codes rather than evolving case law.

* How much of a salety net to provide during the change? Many
observers (nifially argued in favour of big income supports.  But the
poor, collapsing economics of the Bast cannot affard
safety nets and they lack the resources to adminisier them Moreover,
genermus wellare provistons would weaken markes signals  But some
sont of mintmam income support will have 0 be implementad by the
imgile new democracies. The revere side of this coin will be that a
whiole generation — those who are now going inio relisement — will
suffer from poverty. The fasier the reforms genenaste overall growth,
the mone likely i i that & baske wellare net for that st generation’ can
b afforded.

Conclusion

The taaks ary deuniing: and ibere will be sccklents. | ia, however, fol
corredt bo say that the East Europeans ire the first peopie 1o tace the sk of
undoing a command economy: The Chinese farmers undid the
Communes very quickly in the Late 1970s/early 19808 and achieved
enarmous productivity Increases almost spontansously.  When | visied
Ching at the time, the atmosphere was optimistic, almost exhilarated. And
the West Cermans responded enthuslastically after the inltlal shock of the
Erbard reforms of 1948-50 (manetary reform and comprehensive, fust
lineralisation in 1948-49). They surged from the slagrant national-socka st
command svonomy o a veritable “sconomic miracle” in 2 few years and

quickly forgot the public protests against Erhand's forced market medicine

FCOMOMICS "9 155



Wolfgang Kasper

nnad the sCEpRCIAm of fonrign economists and jourmnaliss,

First indications are that the Hast Buropesans will act no A
although some couniries may slide from socialist into nationalis
collectivism and atavistic tribalisrn. However, most East Europeans ssern
b fired the prospect of undning socialism worth whatever the cost and the
sk They sew it a3 the only chance of rogaining the cherished fromiome of
a civil society. The esample of the successiul Western marke! economibes
s, dawpite all lts shorcomings, exerting & most powerful Invitation o
imitate. The ‘third way' — combining markel competition with socialised
ownership of prrvasive controls as in the Swedish model’ or the
“Yugoslay model” — are now widely relected an unworkable. The re-
formist zeal in some ex-command economies may even lead them to
surpass the degree of froe markel capitalism practiced in the West!

The international competithon of sconomic systems will be one of the
more Fwing spectaches o watch in the 190m

Fosbricsbiss

! Obwervers are kard-proved 1o find & comman denominator 1o describe the
sliveree, ireEponents of the Sovier Cecgprapiic dhedlm i, lidar
“Camitral and Burope’ o mit offer the Melther do polibical-

= Poland - the lomner GDE < Canchoslovakis
= Hurgary  « Vogmslavia - Roananas
- Bulgaria - Altusia - thn i werse comTponE L ol B Ao, LSRR

The ohly aspoct all thesn amas have in common b that coercve central planning
Bt Lty byl oot

¥ This s mot w0 beliitle the smemtial role of kove and loyalty in dvil sodety, Asa

matter of fact, il we sidve ot prodecive conparition tasks sfficleniy by
markets, wy will have maore rescuroes an onr disposal o doddicsts to Bhoss we cane
for il with sl W waiid 1o chare bevsuse we knosw dhem Clersc, 1988453,
Sex also the 1991 Papal Encyclical which endorses the principie of market
capitalism as the way most condudve 1o cvility and human sell-realisation
Drarans Paahin T, 1961 302, 87941

soctety. Pt they repct ouptinlisen and sdvocwie the e 10 idyllic village Wi
in g womer Groern, or Solseryiir wha appeam m pam or the iyl of Bussian
: Mﬂur"“i- e ::-ﬂn.
that it
:"':I' :llr,r - cu ﬂI.': -i-rT-h piivaired
shart bie eupectancy of srafitional viliage lie 0 ROt sulomatcally recommend
theaal ves ifor a madahle description of pre-capimlisn village e, e Drmisbel,
B vl 1 000, Morpover, the workd popralstion weuld have i be mauch
smmaller il we wety 10 abwndon market capitatiom (Hapek, 79840
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by b 19008 mmd 1940, the Polisk economist Oscer Lange conterched ihai winie
owmrship of capiial could b married with making use of markem io sdve the
albwaiion problem. Ladwig von Mises sboseed (861 stase propermy destroyed the
incenitives, fior efficiend production. Although the smders Lange Adises detsne’
was clumrty wom by won Mises, Tugoslivis and Husgary s porimenied with
“matherd sociabiam’, a8 disl Cheire i the 1970 sl early (3. Thew

Bave been failures becasiss the incentives do not promote coM-cutting and
i vwsimenit, nly high wisgis.

5 The quest for the appropriate sconnmic (ramework within which marke!
van work sffidently and with the muomt desiralde social resulits has nod
playesd & big rode im the Angin-Sason coustries where thews conditioms have been
given, by and lrge. But they pliyed & koy role in German liberal thinking,
enprcially i the 1940 when o it arder had e by re-crested froes the rues of
iotalitariarn. aolbective diriglam. The Preshurg school' (the ‘ondo liksvals’) made
the distinciion between the sconomic Eramesork conditbons Snd sonmomke
provesses s oonchsded thet the stete mast shape the framework, bt sy sl
ol market proceses. This schonl ol ihought which has in reomt decides gairs!
sore adbarenee (0 e Anglo-Sasen poumiries (institutianal egonom o,
ichokcr theory’, b playing an umportent robe bn Esstern Burope whene the basic
Trssmrweeh doncitiars foe marken prooesses have bo b peorebed Froen sraich.

¥ An pxcolbeni, highly resdable sumwmary of the precondibon for @ fanioning
mathet sconamy can by found in M. Foedman (19900 which siemmaries
Frivmuan’s Jocrere snd decussions b V980 and 1968 wiih Chiress baders. o a
Foll euposs of the eoes Seldon 1901 Also ser: Berthell (1995 and Cordon
e 1]

7 Adier whe mididle of ihe 195 comtury, wiwen the growth of the crpitaliss marke
concmies. slivwed domrn, Karl Mar seerspolaed. te shaacon o prodict & ‘ol
o capitalism’ compressod prodil margine, industrial conceneration and declining
rral wages Howewer, mech criscs have hurmed ot i be weporary. & the Sovie
copnamiel M, Kondratell and the Avstrian-Americss reonomisy [aieph

have shurwe: nirw noswledpe sooser (v e crmbes narw production
and profil opportunities, and ihe caplialisi sysien rejuvesaios iself (Kaspar,
AL By the 190, ihe oemtrall p-plarced avmarmes hul reached Mo
“crana of Stare capimalinm’, in thad iy foansd it Bard i rades product vty and ras
inter dechiming rabes of return and econcanic stagration.  Bub Sllerent from the
mawrket soonommdes. (hey  did pot have 8 good mechariem e disgovering useful
new krome leclge mnsd o vatsng AR ation

¥in the late 1970s, the Peoples Republic of Chine opted suplicidy in faveur of
eronaoenic relorms whilst fetsiniing the Commisnst Pary's senopaly on politeal
power. Mlany observers (this suthor incladed] hoped ihat ke momenium of
prvmana; Feborm wiodkd, sonpr o beier, fome polifiod refonms e e we wen
viminken, o lewet ha the time being, The politcal appral isnmg hack o mome
represaive mathads wiken exonomis freednm end success sd o demands for
polutival and vivie fredoms.
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Releronce

Many of the sources on the current events in Eastern Europe are in
newsppers, Fesearch repors. and other ephemenal publications. Many of
the best sources are not in English and have normally not been clied.
Itwrns which interesimd setior students could resd with benefit ste marked
with am asterisk (il

& Abeamovite, M. (19771, Rapid Growth Potential and Its Reabisation: The
Experience of the Capitabist Economies in the Post-War Period’, in §
Mlalnwiud (ed.) Eovsumion of Groudh asd Kemurom |, vol. | 5 Maran Press,
Lasedom (19790151

® Baumal, W (19901, ‘Entrepreneurship: Productive, Unproductive and
Domiructve’, Jourmil of Politinl sy, vol, 98051 (Do 80031

Bebedl T. (1968, Miss and Cortmcher: Wy Socialiee Ssll Doess't Work', in
LH Rovkowsl] | o o, (0880650

* Braudel, F. (19600, The Stracturm of Enerydey Life, Cindiation snd Capstadion, vod |

HCinllans, Lemdon )
u_m-mm-ummmr—t-n—,qu

Reni- Senkimg Secsety (Touss Aol University Pross, College Stationa, Texas)
Friedman. M. (1%62), Capitalism and Frosdom (University of Chicago Pross,

& Friedman, M. (1980), Frer fe Choose (Pengnain_Harmondeworth)
* Friedman, M. (19901, Frindman in (hing (The Chieess University Press, Hong
Kmg|
DIW - HW. el (1991), Cramiwistschidftlichs und wrlerachmerische
Anpassenprprimer in Coldratuchlemd (nstivut B Weltwirtchalt, Kiel,
sl Pape, o 168 - March)
* Ciersch, H. (1089}, The Ethecs of Ecomemic Frendom (Conire for Independen
Seudies, Fydneyi
Gilder, G (150801, Micrormes: The {Juamtum Kemnisiwm i Eormmics and Tachnsiogy
Eenan Schusier, Mew York)
* Clanay, M. (19960, The Rebirth of History, Enstern Eurepe én the Age of Demarracy
Penjguin, Harmuesdswmrth)
& Cawciom, T (19683, Wises contra Mary, in LH. Rockwel , op. cit. (T988), pp 45-5)
Hartwrger, AL fed ) (1965), World Loomumn: Grousth (Institute of Contemporury
S, San Francism)
Haywi. FA. (1945), The Use of Knowledge in Society’, Americn Eonamic
M.ﬂmﬁlﬂqﬁ.l,ppﬂm Feprinted in Mishiyama - Leube

# Haywi, F.A. (1968, ‘Competifion an Procedure’, Kiel Locnares
r&wmm-mm

Haywk, FA. 17739, Law. Legudatum snaf Liberty (Universty of Chicago Pross,
Hapek, F.A. (1988), The Fatsl Comont — The Ervors of Socislies (Liniversity of
Chedcagn Press. Chissgnd.
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APPENDIX A

AND COUNTER-REVOLUTION
A CHRONOLOGY

Toble A

Bonchmarks of the seciolist revelution

Date Place  Event

L0
L)

T
ey |71

I e 1882
B 1910

i -1

HkmT

P

C N

F

M7 USSR

[fi i

ny

What is Property ™, by Pierre Joseph Proudhon.
Karl Mars and Frisdrich Engels the
mw-«m-ﬁ:m
throw of existing sociely by loree,

K Mars publishes the first volume of Tas
Kapital’,

Paris Comrmumne: armed Leftist uprising in the
vwake of the kst Franto-Prossian war.

Karl Mars dies.

In w0 kbt burclens of WW and inflai-

After 3 failed attempts, beft-socialsg inellectuals
— led by Lenin and financed by Germany (the

= gsbeeed with a coup d"Faf which
cannot be overtumned by the Lyear civil war
hat ks o foflow.
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Lenin digs. Slalin wing power hartle agabns
Trotaky.

Sealin wins dictatorial

of moderate Bolshrviks.

nin cmm“dmm
S A, K
T

"Lomg March'.

Mew Constiiution cemenis the lesd ing role of

the Cotnemunist Party, absa of afficer corps.

Baktic Republice. Incorp-

mﬁmhh Decupation of Moldayvia.
with Mari . Initial heavy losses

ﬁuum Alled ansistance

m-mﬂﬁmmmm

Army into Poland and imsialls govermment

B ationalisation.

Yalta Conference proposes 1o divide Germany.
Codes Polish, Skrvalk and Romanian serritories
io LISSH, and Gerrran and Hungarian territones
to Poland and Romanis.

Popular Front under Tito elected with 90% of
vkl

Ked Army occuples Berlin

L;Iﬂm Hﬂ Emg:’ﬁﬂ

I mﬂpﬁuﬂy pﬂﬂw .l.l'lllr
protection.
Comrmvusnists win ebection under Red Army
profecHon.

it Uy Fury Lo o, ndy

Electhona Communists win 3% of the vobe.
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C Gopwald (Comtmanist) beoomses prime
mamister. Land reform, nationalsation,

mm conchude treaties
stadionkng of Red Army.

Marshail Mlan lunched by LIS 1o assist

mm
Beginning of *‘Cold War', ‘lron Cuertain’.

Crechoslovakia, under Soviet pressure,
rencunees participathon in Mamhall Plan
Flections. Matkonalissthon. Show traks

d Ciommmaerist .
w Compliie inkeover

Berlin blockade in to introduction of
memetary refomm in Eones of
cccupation. Wesd resists.

Yugoalavia expellid From Comintern becauss
Tie's designs on Albania 5
Foundstions of COMECON 1o plan East
Eufopean sconombc cooperstion.

GDR

- proclaimed in hﬁ.lm:ll
Eﬁmmwmm
Comrmunist Party liunc hes “Commuman
Consultative Programme’ on China's futuee as a
muzed economy.
munuummwﬂ
Desth of Stalin.

Mikita Khnuahchev denounces Stalkn at the XXih
Congress of the CP.

Worker uprising in Pornan. Comulka prevents
Eod Army intervention, Land restituted 1o
srmall farmers.

th.mmwlh
‘Hundred Flowers leads 1o

tempaorary liberalisation renew pl
repression of intellectual fresdoms.
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Mao breals with the USSR and returms o
mliiant struggle  Withdrawal of Sovie aid

CEpeTta
'ﬂ'ﬂ mhﬁm

3“%“!‘;‘

Wﬂﬁl‘hmlhm'ﬂﬂdlllﬂ
people 1o the West.
Leonid Breshney nkes power from Khrushehey.

Aver the fuilune of the Creat Laap Forwand® and
beriard |iberalisetion, Mo staris ihe Culbuml
Revolution.

|anos Kadar implements mariet socialism,
wwmm

mmmmﬁzm‘m
e
Dificial price increxses worker revaly,

Mhrﬂrw army. E Clereh

To enhance productivity, most Comanenist
the Wiest Rﬂmﬂﬂhﬁp uii
indebried rese.

W] Prodsations’ e
il making pragmatic use
of markel fores

Mao dies; ‘Gang of Four' armesied.
;‘h;nq:mmbqum

in agriculture.
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{1

Owver 500 intellectuals 77 demand-
ing hasic human rights. Havel arrested
Staning with de-collectivisation in Sichuan,
lh;ﬂ. Dissndithion of Com-
manes, 1o big productivity increases in
agriculnsre (1877 10 87: + 65%),
Invanion by Sovin Red 1] i
: by Army to support

Lech Walesa beads Gdansk strike  Solidariny
recognised as free trade wnion

Cornemal W, Jaruselsdd declares emwrgency.
Arrest of Solidarity kaders.
Emergency ends. Waless freed,
Mikhail Gorbachew elected First Secrotnry of
Chemobiyl,
Afier student demonstrations for demaocracy, a
new Campaign against Bourgeois Liberalism’
signals the assertion of renewed Party conurol
over econommy and a CP welo against democratic
rights of the people.
Corrbachey and

- u-mum'ﬂ-m.:‘ P .
e on Stale heradds the end of

central the eventual collapse of
ﬁthr%m e

Resgun and Gorbachery Firsd miralegh arms
accord. USSR anwdous Iﬁp'ﬂil“ﬁ’.

Following the seching of Kadar, lormation of &
(mon-Communistd Democratic Forom,
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Tikgt Poland

Feb 89
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Faland
USSR
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&MM n:h.-d;'
Forum with , has o prosmise
#lections.

Soladartty egalised

sves. ANough CF 1s onty party, 15% of vate
ates is pary. 1 vokes
&0 W0 independents.

Shadent dermomadrations in Than An Men
Military terminate demonstrations of 4 |uhe.
Ciomumanist reformer Zhao Ziyang removed
iromn odfice.

Elections. H‘tﬂlﬂm
seats nid reserved for Commumisa

T. Mazowleski first non-Communist premier in
Fasiern Europe.

A e dismeinibed bom Curtain, mass
exodus of Germans to West. Mew Farum
leads demenstrations.

Gortachey signals that Red Army will not inter-
wvena in support of SED lesdership. Honecker
orders troops to intervens againd street demon-
siratore. Local afficlals overturn the arder.

Commmanisk falks
29 Do W Havel Presideni.
demonstrations and the

‘Big Bang’ market prices, zloty con-
990, prices have risen

m l{:mdtﬂ Hziﬂn

mémnetary contrel 1o moderste subsedqueni

Farllament for |
endence. vmm
Corhaches elecwed USSR President. End of
Communist Party monopoly on power.
ﬂlﬂhm.hm

Frew glectiona. wmwmm
cofiervative Democtatic Ponuom) Prirme binsier.
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mansary control. GOF drops 10% in 1990
Government under direct Presidential control.
Gorbachey comumits hirmsell to maintain
cohesive Soviet Linion.

Walea elected prosident of Poland.
Implementation of more

EOvErnmend policies

Gorbachey fast pransition ro markets,
siding with conservativis. Shevard-
nade resigns, warning of a hard-line take-over
Bowiet units kill 14 civillams, In Vi,
the capritsl of that strives for
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liln?l USSR
=¥ CSFR
W9 USSH
bV Serbla
i ¥1 USSR
il USSR
7 USSR
Dig ¥l USSH
g b V1 Gromaniy
oYl Chins
Wiy V1 Yugo'ia
1She Tl Yugo'la
iy ¥l Croatis
k=Y Poland
TVl Russls
IOONaBICY *81

Gortachey calls for suspension of press
treedoms.

Beginning of comprehenstve privatisation
programine, dfter § vourhet sysiemn has been
adopted.

Yelisin calls for the rosignation of Corbachey;
aifical price increases far stapies and partual
Incroases in wages

Massive stredl demansersbons against the
nationaist-Commmumnis povernmend of Serbia.

Referendum flvenars few, [Coser
Union. Six 21 erillion
chiizens, or 7.3% of the tutal population) boyoot
referenchum
Cnrbachey decrees shudents and other ciry
dwellers must help in agriculrural emergeray.
Inflation scoelerabe.

ICominamer shortapes s masslve

(e TR nﬁ-dﬂﬂlm:i::nd
I Byelo-Russls, Cutly of strikes is met by
ﬂhmm

Againat the background of 30 million workers
e g o
ol huurd lenvers 1o sack him.

that iy other Republics may lsave Union

Dhwimesnatrations againal increasing unemploy -
;ﬂﬂdﬁﬁ;dpﬁih“&hd

Price increases for hasics lead io queuing and
pamic-buving.
inflation since 1985: » 164750'%. Ethnic viol

ence between Croats and Serbe. Army threats of
mtErvention

Serbla (which Eavoum o soclali, centralise
federation) breaks Conatibation by refusing 1o

cede Federal Presidency to {wrhich
favours a loose confederation and or
marictsl. Serb minority problen in

Croatians ma relerendum vole for secession.
The first d emocratically elected Presicdent,
L. Waless, sevks powers 10 rule by décroe.

election of Baris Yelisin, who cam-
oy & pro-market, deceniralisation
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Yugo'ia

BT

President Gorbachev signals that he will
retrench Comamunist hardliners bo relauneh
 reformist course.

Slowenia and Croatis declare unilateral

Mﬂ;‘;nﬂwwﬂlm

Megotlations about a fres-trade zone in mos) of
the former USSR and about destroyving or
megotiating muchear arma.

Impatient with BC refusal 10 sdmil free-tracde in
Foostutuffs, Poland breaks off negotiations with

civil war in which Serbia
Cipen wWar Dby
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APPENDIX B
SOCIALISM AND THE CONSEQUENCES

The ideas

‘Property is theft!
Murre lomeph Fromdhaon, 1840
“Loat the looters!
Lerin's slogue o dhe worksrs afwr the Bolahe vil ciusp b= Clowdher 1917
when he ersTesraged everyone to Fuperlate st and priviie progeey
The warket &5 the midus of infection from which comslanily ooze germs of

M, CrirakE Moaer soancamis thevrencand, 1S

L Troaky, 1920
‘Parallel with the drengthenmyg of the sovialisad scomomy and the introducton of
graater plamming in distribution, U need for momey should direnimizh.”
& (husasry, Euniesicheskaia rhisn, 17 Mo, 190

state capetaliom [willl be our satvation . . . dale capitaliom B something
cendralnind, calrulated, coont rollod and socialised . . °
Lewsin, 1918

T We wnll apinirve] the orgammation of accountmg, control of large eaterprise. the
tramsfrrmatum af the whele of the state monoms marhammn it 4 angle huge
wuaching, [mls an aonomic srganism that will work in such & way as fo rralie
hinifreds of millions of pevple s be guided by a single plan’

Lanin, March 1918

In defending compulsory labour, Trotsky wrote:
T I i sid el compuliory labowr & unproductioe. This mesns that the
ushole sockalist acomomny is dovwd (0 by scorapped. becmese e @ mo offer ury
of attaiming socieliam excepr through the cormmand aliocation of the emtire labowr
force by the sromoms contre, the allocation of that foree in acoond unth the needs
of & mation-wide ecomomic plan.
L. Troisky, Apeil 1930
“Withou! mercy, withoul sparing. we usll bill our sosnie by the scores of the
hndreds, bt Bharer be Uhounarls . . . ket there be flonds of baod of the brurgamsic
— miary hkowd, g2 wiwch o posaibe
Kraansis guirta, cificisd Red Army organ, | Sepe 1918,
ated in Pipes, op. cit, p. 820
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Tabie J3:
The impect: prices and production in the cerly USSR

mr 1820 I
Prices 100 1275 B5.858 000
Larga-acaks ndusiry oulput 100 n

amg
Coal 100 aw
Irean 100 24
Cobon yain 100 5.1
Produsthdty par ind waeo 100 30
Coaran poduction 100 0
OnE 10 13N
Employmant 100 7 @
Source. L Fpa, The Busion Revolusion 1918-1919 [londen: Collins Harvdll,
I PPOLAT | -¥7
Quod erot demonstrondum
The socwd ovder wiach enwares G grostot productivity will trivmpd in the end”
Lanin 19068

APPENDIX C
CASE STUDY
THE CONTRACTION IN EAST GERMANY:
A FAILURE OF CAPITALISM?

The gross domestic product of the ex-CDR shrank by 185% in 1990 and b
predicied 1o shrink another 15 per cent in 1991, Industrial production,
valued af prices at which it can be solde, now runs st 48 per cemt of pre-
unification levels. Total employment has dropped from 9.6 million in
1969 10 4.5 million by mid-1991, that is by 33 per cent. Nearly 3 million
peuphe are oul of work of on “shon s’ [DIW-UW, Kisl, 191]. The
unemployment rate is expected to reach 40 per cent after July 1991,
despite the fact that many employees are retained in dys-functional
government jobs. Some observers consider the economic collaper as a
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inilure of capitalism; others deem this a fafhure of soctalism which was
hidden in the past. In any case, these figures bring ol the adjusiment
costs o market capitalism which the strongest of the XCEs, the CDR. has.
to lncar. What can explain the massive comtraction under sudden
exposiire 1o market capitalism?

Germany was econormically united in July 1990, a lew months before
ithe legal and political unification (Table 1. The speed of unifiesion was
determined by political conskderations. not least, doubts about the
durability of the reformis Cortachey-Shevardnudss tine In the US5E. The
Depnark was introduced in the castern stabes &) an exchange rate al 141 and
12 [depending on the type of st or contract). Most wage contrachs were
converted at & rate of 1 D-mark mo 1 Ost-Mark, a politicsl decision which all
economic experts consldered exoessive. (The Ow-mark maded &t srond
17 i the free ket )

Dptimists cioss o the Kohl government argusd that, #ven at & msbe of
1:1, eastern wage rates were about halfl those in comparable western
German industries, but that productivity was about 80 per cent of
comparable western workem. This mwant that eastern wbour-unit costs
wiere competitive (see Table 4), giving the eastern states a locational
advantage, that would attrsct private investrment. This and the discipline
and relatively high educational standards of the workforce (n the east
would lead to high, sustained produoctivity growih, closing the
productivity gap with the wiest in & decade ('second sconomic minscle’).

Reality has, so far, worked out differently. sastern labour produrtivity
was probably half or less that of western workersy, and sduation and skill
levels, as well an aitifudes o work and loaming sre much poorer than
expected. A massive wage push, instigated by [western® and ex-
Commumist eastern] union functionarke, has rased wage rates to 60 per
cent and mone of wesiern wage rates, with the prospect of wage-rats parity
in & few years in ey industries, sech o8 tho mavial induitries. Tha prompt
push towards wage parity was helped along by currency union and
generous public transfer payments, also for the temparary, artificial
maintenance of uncompetitive industrial jobs. In addition, inward
investment s greathy hampered by costly social-seocrity begisiatbon which
makes it costly and cumbersomne to reduce overstaffing (a common
ocourrence in Soclalist industry). |ob-guarantess may have a place in a
productive econormy like the West Cerman, but the immmediaie extenason 1o
the sasiern states delays productivily enhancements and makes more
industries. unattrective bo lvestors who would olherwise rescue many
jobes fromm being destroyed.

Uncompetitive Libour unit costs now have stoppad most productivity-
enhancing investment from the west And this compounds the awiul
eonseguenses of two other blighis inherited from socabsm  the burden of
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MMMﬂhm:ﬂnm
fonlst, overbearing buresucracy. The prospect s a durable reglonal
probilem in the sast, stmilar 1o the ‘Mezsogiomo problem’ in laly, where
low productivity, endiess public transfers and private emigration have
hﬂﬁnﬂhﬁu&ﬂuhm

Table 4:

w of East German

a presentation (in " of Wesr German levels)
Wage Lasour Lovksousr-wanet
ole productivity ot
weges’ fotpna/ {woge/

wark hour) wark howur] productivity|

Optirnint 50 &0 83

apechaon

mﬂll &0« 5 120+

Proapect 100 BO 125

(e lciw 1 99°08)

The problem of locational competition for mobile capital, kndw-how and
firme aiso guists for workforces and governments of the other XCEs, bt —
different from the r-GDR — these economies have the feuibility of the
exchange mte to cormect an overshooting of wage rates by depreciation
and, in any eveot, have different wage levels, expressed in separate
curfrncies.

* NE: Bale” bn the lormer conamand sconoy ieant Wansber 1o ithe sabe
dliperibuiion organisiion @i some nominal book value By awbest, sl now
minana thad sutorvemous buyers decide whether the quality and function of the
friskact are wirth thie sshing prioe.

= Wi Cerrman uniima have litle interest in preserving joba in the ses thai
underrut the scurity of jobs of their weshern mesnbers, but o hope o gain
mermnbership Ln the eeei by sdvooeiang bagh pay.
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JAMES COX
Bockground
This paper i about some isues rom wellare which ane
of concem o policy makers in lﬂhm Welfare

Programs are & large and mporiant part of our economy and iF is not
possible to discuss all the nelevant issues here.

There ane & number of posalble definitions of welfare programs.  The
pension and benefit programs of the Departments of Soclal Secarity and
Veterans' Aflairs are cortainty pant of soclety's soclal policy sifort. But we
mum

* Henefits in kind that are provided by government (health, education,

wellare services sic &
=  Tasation concessions with & purpose which is relaied @0 social weliare

ﬁﬁfm Iillll|I.I=|:|111h-_|r groups pensioners,
- of services 1o certain {ie.
nﬂﬂﬂmluﬂunmmumhml;rw
*  FPrivate expenditure with & welfare-related purpose inchading seli-
provision, transfers to family members, donations to charity and
expendifure by employers leg on sick leave).
Information about the cash payments and benelits in kind that are
provided by governments is iy readily available from Commonwealth
and State government budget papers and so on Bt s harder 10 assess the
wffects of the other items although they are an imporant pan of Australian
nocial . One has to work out how misch revenue would have been
in ihe absence of the concession fo estimate the cost of & wax
concemion. This cannot b done with any great certainty. Similar
problems arise in assessing the effects of poiicies in the public
sector. Only patchy information ks ava about private welfare
mupenditures. Bui these seem likely 10 be more bportant in 1ol than
government wellare expendinines.

Public expenditure on soclal security and welfare, education, health
and housing (social expendinres) grew from abowt 11 per cent of GO in
196364 10 around 20 per cent of GDF in 196%-84. Social expendinires then
fell to around 18 per cent of GDFP in 1988-89. Because of the recent
recession and policy changes B Is not clear o what extent this B0 will be
sustained in subsaquent years  Public expendinue on goods and services
for education incrassed from around 28 per cent of GDP 1o around 54 per
cent in 1976-79, It then fell to0 around 4.1 per cent of GDP in 1988-89,
Public ropenditure on goods and services for health increased from 1.7 per
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cent af GDF In 1963-64 10 around 34 per cenl tn 1978-7%. It rernained a
roughly conatant share of GO over the next ten yeam. Public

on transiers 10 persons increased from 3.8 per cent of CDF i 196364 10 9.5
per cent of GDF in 1983-84; it subsequently declined 1o 8.8 per ceni of
GO in 1968-59,

There have been some important changes in the composition ol
government spending on pensions and benefits in recent decades. In 1965,
age praskons represented about 70 per cent of todal spending on pemakins
and benefiis by the Commonweallh government. By 1986 the share was
around 40 per cent.  Expenditure on unemployment benefits increased
from 1 per cent 10 21 per cent of the total and expenditure on pensions and
benefits for widows and sole parents increased from 8 per cent (0 15 per
cent of the wtal The Hawhke government has done a great deal 10 nefoous
wellare spending on the neediest: for example through the introduction of
ithe Family Assisance Supplement for knw incoms amilies; by
medns tests; and by emphasising work, tratning and rehabilitation

Australia’s welfare state is unusual in several respects when compared
with those of overseas countries. There ame o social insurance programs
heere (social insuranoe prOgrame. €. for perskons. and kealth insumance,
are programs in which both contributions and benefits are related 10
incomel. Australia instead makes extensive use of means fesind
programe. Some &0 per cent of the relevant age group recedves a full
(means testecd) age pension or equivalent and a further 1 per cont
receives & part pension. Australia also makes extensive and growing use
of private effort to achieve wellare ends. Hetirement incomes are
incremsingly being provided by superannuation, sole parent families are
increasingly being asaisted by child support from absent parenis
worker's compensation and motor accident third party cover are
provided by private tnmarers (a2 beast bn MNew South Wales), education b
provided by private schools and care of the aged. infirm and children by
nom-government welfane organ isathons

These factors have resulted in a relatively low level of government
spending in Australia. I is bess cortain whether the otal welfare effor
ncluding private weliare) s los than siarwhere.

Strengths and Weoknesses of Government Wellare Progroms

The main sdvanmge of govermment wellare progrms is thal goevemments
can enmire thal benefibs are available 1o all who need them, It is unlikely
that the market would health insurance or oyment
insurance for everyone. |f society wants a mindmum level of o be
available o everyone, of unlversal partickpation in healih snd education
prograsms, then governmen! involvement in the provision of these services
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s unavoldable. [Delivery may be by private onganisations which sct as the
agenty of government )

Governments can also make sure that everyone lakes part in the
financing of welfare programs. In the absence of compulsion, some people
may decide not 1o ke up their share of the financing burden and o rely
o the efforts of others. This is known &5 the “Tree rider’ probilem.

Some pducathon and healih expenditure produces external elfects
which benefli the sconomy & & whole rether than the individuals who
receive the service. These external benefits provide a reasan for
governmant subsidy of the relevant ibem of expenditure. The precise
tmporance of these external effects is 2 matter of some controversy.

Covernment wellare programs limit the distributional uncerialniies
that result from modem sconomic life  This is ely o be conastent with
the public's views aboul econamic justice. They may also promote the
mabiliry of labour by making it eaaler for people to live lar away from
their reistives. Private welfare spending may achleve the same resulis o
e exdent.

There are o number of dissd vantages of government wellare programs

* The service may be provided inefficiently. For exampile, costs may be
higher than is absolutely necensary because (oo are
empioyed. mmhmumhm which
are frequentiy associated with government-provided services.

* The costs of government welfare programs have to be financed
through taxation. This reduces the incentive to work, leads to
problerrs of evasion and avsdance and soon

*  Interest groups form o promote the continued existence and Fxtension
of government wellare programs. The programa may be hard 1o
change when needs change.

* An underclass of long-term wellare reciplents may develop. An
increasingly large proportion of benefits may come to be paid 1o a
wrall proportion of the population who bck motivation to become seif-
supporting and also have only weak incentives to become so.

= TPoverty traps may develop from the ineraction of a number of means
bemts and the tax system.

It has been argued by Goodman and Nichulas in 8 recent CT5 pubilication

that privale wellard (e, charities) can aviold these problems o some

extent This is because private donoms are Hkely to have more information
about their beneficiaries than i likely 10 be available to & governmen
agency which has 10 follow general rles

The Analysis of Meons-Tested Progroms

Means testing is 4 way of minimising expendinime on welfare programs
while ensuring that those who really need assistance receive an
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amount of asslstance  Suggestions are therefore frequently

# that more benefits should be means lested — for example,
Medicare benefits and ertiacy foes

Mians testing. however, causes cortn problems  Economdsts often
think in terms af effective marginal (s rates (EMTR) — the amount that is
Iost in incroased tases and redlucsd benefits f an et doller of oo &
earnod. The combination of tan and & number of means tests can easily lead
to a slhuation where EMTRs are close to, or even excesd, 100 per cent —
these wre commaonly known as poverty mape

An example may help. Conslder 4 tanable pemsion which s income
testied af & mte of 50 pents in e dollae, I an extia Jdollar s camed, the
penslon is reduced by 50 cenis. Total xable income has gone up by 50
cents of which 25 per cent (Le. 12 V/; cenis) is paid in sdditional tax. The
total amount lost in ey and reduced benefiss bs 50 oo plus 17 Y, cents,
which equals 62 1y cens.

Supposs that the person b alss baing an urntassd in-kind berefit (such
a5 & public housing subsidy) ot & mie of 25 cents in the dollar. The ol
amount st in ey and reduced benefits if an extra dollar s sarmed s now:

Scents+ 12V cents + 25 conis = B7 'y cenis
in other words, the person is only 12 V) cents better off from earning the
enira dodlar.

It is easy b0 see how poverty traps arise where several benelits are
being abated away over the same range of income. Figures 14, irom
EPAC Cowncil Paper Mo38 (Oct 1988), show that these sihastions actually
vocur by Ausiralis,

Few people locwie thernsebvies tn aress of the noome distritation where
EMTEs are high. Beomomises would sxpect this. Wiy bother o work the
mxtra hour if the return from dolng so ia 50 pomT Some commentaions
have suggested that means tests may be undesirable because they
introduce & sharp division between the working population and the
beneficiary poprulation.

Many prople have suggested that we ovendo means testing in
Australls and that means tests shouk! be sased. This seemingly obvious
suggestion would pot necessarily improve things.  An sasing in means
vests would reduce EMTRs for those presently in the means test range. A
Eiven amouni of sssistance would, however, have 10 be phased ow over a
wider mnge of incormes if the sbatement mle B reduced. EMTRS would be
muﬁmmmﬂpﬁhm It ks nt obvines.
whethir (hster of slower abatetrent is to be preferred. Ths depends on the
nutnbers in each group, the amount that they sam in wages, and on the

af labour supply 10 stonomic incertlves. [Although | have
iended 1o discuss the incentives for work, [ should b clear that similar
conskderations arise for the supply of caplial, risk taking and so on.}
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Equivalent marginal tox rotes for @ sols parent with
wne child (vader 13 yoari) in NSW

1
|

0 0 M X 80 50 3 PO K WD 100 11 VI T30 Gl 150 160

Prispte income par wessh 00 0 perosed of Aol Feesle Derfinory Tirs 868"
* i Ferecle Oedinnry Time BT ses 519009 pow o of 31 Dec 1987

Figure &
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An alternative might be not to have means tests at all but 1o pay
universal benefits and provide universal services which are Ananced out of
tanation. This requires tx rates to be higher than they would have been if
the programs had been means tested. Omnce again there would be
disincentive effect.

There are two general points which are worth making about this
tomplex stustion. Pirst, the seriousness of disincentive effects is Hiely 1o
be more closely related 1o the slee of benefits than 10 whether they are
means-tested of not.  The smaller benefits can be while continuing to
achieve the government’s social policy objectives, the less serious
disinceniives are likely to be.

Secondly, the poverty trap problem arises not so much because several
benefits are means tested but because the separate means esis are nol
coordinated with each other. A single mewns iest for all programs is an
alternative 0 having separate maans tests for sach program. Under the
single means test approach the 1otal amount of soclal ssalstance for a
family (pension, child assistance, howsing, AUSTUDY, child care e1c.)
would be added up and assistance would then be sbhated away at
whatever rate was considered to be appropriate. This would ensure that
EMTHs do not exceed, say, 70 per cent. There would be no gaps between
the kevel of incotne at which the means tested program ceases to operaie
and the level at which the fext one staris 10 be abated away, Given the
abatement rate which b comsidered 1o be scoepiable the conis of providing
a particular level of assistance would therefore be mintmised.

Developments In information processing mean that it is now
practicable to infroduce the single means test. In effect, the payments
functions of ik Deparmeni of Social Securiry would be espanded 1o funm
a single social assistance department.

Private Weliore

The provision of welfare in Australia has always involved a comples
rixtiire of pablic and private effori. An imporiant reason for the growth
In government welfare during the first half of the Twenteth Coantury was
the belbef that the previously existing non-govermment armngements were
not sulficient to maintain econormic fustice during the depressions of the
18908 and 19308 and the rwo Workd Wams. The period stnoe 1949 has seen
the comacious wse of the market o achieve government enda.

Even inday. privale expenditure with & wellare purpose (including
savings and transfers 1o relatives) is probably more important than
governinent expenditure on soclal security and welinre. Privaie wellare
has impuoriant advantages in leading to a diversity of servioes. This s
increasingly important for 8 community which is becoming more

and betier educatad.

There is & good deal of evidence o sagpest thal government wellare
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tends to ‘crowd out’ private wellare. For sxample. there appears 1o be
Birthe seli-provision for retirernent in those countries (maich a8 Sweden and
Germany) which have extensive government provision Mot only does
Eovernment provision make privale wellare bess necessary but the ayes
that are requined 1 finance governmant wellane make it harder for people
o prowide for themselves and for athers.

There are & numbser of ways in which governments might be able to
achleve their objectives more elficlenily through the greater use of private
effon in ihe delivery of wellare services. Creater acorprance by the public
of the use of prices (or user charges) (o direct resources to their mos
productive use in the welfare sector would make it easier to Emplomen)
these ideas. Distributional objectives might then be met through
undirected of sanmarked cash benefits which might be made either to (he
beneficiary of the progrmm oF to & representative who oan be trusied o act
an his or her behall.

Some of the possibilities for the groater use of private offon 1o achieve
government objectives include the following -

*  The greater use of contracts and competitive tendeting.
*  Estension of the scope for competithon b0 include commencial. as well

&3 EUAETIVTwTE and non- profil maling orgamis tons,

* The replacement, perhaps on an optional basis, of some in-kind
benefis by earmarksd or undirecied sk paymmenis
= The introduction inlo wellere services of the brolierage model’ in

which payments are made 1o agents who develop and then i

packagre of services on behalf of particular aged or disabled
#  Enabling those with private insurance (e.g. for health) o chooss mot 1o

receive the sguivalent government benefii and o opt not 1o pay the

Assnciabed financing measines,

# Phasing in tighter means tests 5o that those with adequate financial
mreans are less able to clatm government benefite

= Establishing special means tests for those private paymenis leg
ﬂh&mﬂrlgwhﬂlnﬂumhpﬂmm

* HReviewing non-income eligibility criteria such as training and work

OQuirETEnE
s The development of regulatory regimes jor privaie wellare le.g In

supsrannustion) which do not unduly restrict the scope for com-

petition.
These options are ways in which the private sector could help the
povernmeni o improve lis periormance in wellare  These are some olther
which would enable the preferences of private individuals o play

a greater part in determining the sise and nature of the wrlfare program.
Thaser include the following :
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* A more favourable tas and sockal security trestment of gifts of
between relatives and perhaps of some forms of self-proviskor
* The introduction of the proposal which was sdvanced by Goodman
and Nicholas in & recent CI5 publication 1o aflow tax-payers 1o allocae
a proportion of thelr taxes to one or moare members of a list of
approved private charibies
I think that it thal the ideas for the greater use of privaie
ﬂnummmﬂwhﬂﬂwm
the next few years In many cases these amount o the further
develapment and wider extenasion of policies that the Commonwealth and
State governments are starting to put in place. It |s less likely that
governmemis will reduce their own influence by allowing the prefetences
of private individuals 1o play a greater part in delermining the site and
mature of the wellare program

Conchasion

The nest lew yoars may well be difficult ones for the AusiraliEn economy .
Ausirabia’s traditions of nesds-based welfare amd Em'hhnu!
mwnmﬂmuﬁmw L, Ay
enabile us 1o avoid the woors thqninﬁhﬂh-]:i‘ﬂ o by

critics of the wellare state while contimaing o meet the most important of
i oINS Y el Homns for sconomkc usdioe
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NEW TEACHING STRATEGIES
IN ECONOMICS

VIRGIMIA FROST
MIKE HORSLEY

The aims of ikis paper are to introduce participants to some of the

developments which may help teacher o improve thelr
economics ieaching and io report on some recent ressarch on the use of
tenthooks i economicos clasarooms.

While mew knowledge in sconomics is mpldly increasing and being
widely disseminatad new developments ih pedagogy and tesching
methods have been neglected. It was for these reasons that wa have
prepared our new book on Tesching Commierce which was launched at the
conlerence. 1t reponts on 8 number of useful strateghes lor commercial
aducators which are not widely known and which will help isschens
improve their abilites 1o plan and design lessons 10 meet the nesds of iheir
students.

1. The Learning Styles of Seudents
1 Using Tenthooks Effectively and Promoting Literacy

Learning Styles in Economics

An evimaterresirial being is sent to aarth by the Council of the Universe 1o
investigaie how humans learn . . . . Observing the leaching process in
many :hummlhmlhrm_unmnmmu!h
classroom telling students information and making notes on the board.
She makes o reasonable conclusion and reports to the Council of the
Universe that humans learn in the same way.

We know that people differ markedly in their cognitive styles, their
alfective styles and In their physiological styles. Keels [1987) briefly
describes 31 learning styles identified by researchers in this area. For
example, in terma of cognitive styles each of us bs aware of our own
preferred mode of recelving information — some like to read quietly, some
like 0 see visual representations soch as & video clip, some lke to hear the
information and some like 1o participate in a concrete demonstration — yet
we ofien do not make allowances for differences in our srudents. We are
also aware of the level of interest we have in 8 panicular subject and our
own attention spans which in part characterise our affective learning
styles. How ofien we speak of being a “morning person” or a “night person’
or honw we can of can’t work when we ame too cold, sick, there i too much
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light, or there ks too muach noise Le. we know our physiclogical learning
syles. Differences in cognitive, affeciive and physiological learning
in your classroom will obwviously have a marked effect on the quality of the
learning thai takes place

I Koeie has been exhaustive th his review of the lnsfature it mwans thal
In your commerce class the combinations of different learning styles that
could be present are some 12 to the power of 300 Pike and Selby (1988)
report on the research of Anthomy Gregor: who grouped lsaming styles
into four quadmanis.

According 10 Gregore learning style is the outwand expression
of the himan midnd's medistion abilithes (Le. the meins angd

capabilities we employ 10 receive and express informationt
Two principal factors in determining learning siyle, he
mainiaing, ate the ways ih which we percelve and order the

| senses of hearing, sight, small, taste and touchl,

Ordering abilities are the ways in which we arrange,

and dispose of information. our ordering may be

sequential (linear, step-by-shep and methodicaly or random

imon-linear, lraping and multifarious with “mubiples patterms
of data” being processed ‘sirmaltaneously and holistically’)

Miler aenad Selbry, (1988:AT)

Gregoec's Style Delineator Model thus profikes leamers on a 2 x 2 matrix
which resiilts in four disting learning paterns

* Concrele Sequential [C5]  » Absiroct Sequential [AS)

* Concrete Rondom [CR) = Abyroo Rondom (AR]
By diagnosing the learning styles of srudents in schools and their seachers
it is possible 1o explore the malch and mismatch implications of waching
saching /learning

learning styles. Gregore chams the prefereed &
of people whose dominant learning style falls into one of these

g

i
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Toble |
DRGAMNISED AMALYTICAL
*  loeping recordh of experiances | » mnhm-
# mm RTTIN - ﬂim
chacklivy diBerent account and
*  preporing disploma irhfpﬂu-d--
: condhcting surveys : projct ressorch
* cheerving & * [ibrory
phancemena . group chnC Ui
*  undericking procticol work 7
s AS
(s } AR
*  emparientiol unity *  group discussion work
*  simulchon gome *  nherpenonol work in wmall
*  procheol esperiment gresge
o R 5
. —t s piched
*  independent sdies * imaginctive
*  preparation of mull-media
preseniotons
INVENTIVE SEMSITIVE

From: Pike ord Salby (1988)

1t s tnteresting 1o note that when tachers stand at the front of classrooms
encopraging the arning of lacy and the promotion of thinking,
it is favouring those students with & dominant Abstract Sequential
learning siyke a8 the expense of the majority of kearners in thelr classrooma!
Ressarch by MoCarthy (1981) with 17-18 year olds in two Chicago high
s hsols revealed thal approcimately equal percentages of male and fermale
wudenes fell into sach of the fow leaming style quadrants. that & per cent
of the sample still favoured the Concrete Experience dimension and that
more students (48 per cent) were right-brain dominant as against left-brain
daminant 08 per cent) and inegrated Jominant (25 per cent). Further she
fouund that only the analytical learners (AS) contained a higher percentage
of lefi-brain dominamt thinken.
When teachers stand af the front of classrooms encouraging the
learning of tacts and (he promotion of analytical thinking, it is
favouring those studenis wilth a dominant Abstract Sequential
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learning style at the expense of the majority of learnen in thelr
clasadnorma.

It s commen for achers to structure their lessans for the snalytical
learners. I students deserve 1o at least 25 per cent of their time
learning im their favoursd quadrant, what are the implications for
achers?

Using Textbooks Effectively

Fﬂ;u,ml
F* RESEARCH
USING TEXT O™ USE OF
smm‘.n TEXTROCES
LISING SELECTING
STRATEGIES TEXTEOOKS 300K
) AND TEXT MATERIALS e
1O READ MORE EFFECTIVELY
PRE-READENG READING
STRATEGHES ‘ - NOAD

The Figure above lustrates the effective weching cycle bor using tevtbooks
In the economics classroom. This paper in the following few pages
discusses only one part of the cycle — using pre-resding strategies

Pre-reoding Strotegies

Srudents learn best when they are able to make lnkages betwoen their
and new informaton. Learning experiences whick

own experiences
capitalise on the innate intevest and curtosity of snadenis provide greater

FCOMDMICE * 91 187



Virginia Frost & Mike Horsley

opportunides for students o move from simple concepnual understanding
mm levels of thinking, Therefore, shadents are mone ey o
*  they rcognise that they alresdy know soonething about the fopic. and
= ihey feel that the topic is relevant.

Pre-reading activities are planoed and executed before students
o lewd.

As adults we resd snaiches of wxl (o satisly our curiosity and less
Frequently we read entire books related 1o our career chaloes or 1o our
leisure-reiated interests. Most of us would resent someons instructing us
om a regular basis to read pieces of eat without a clearly explained
porpose. It s most important jor each of us 1o reflect upon the way we
read and the way we observe others reading, 50 that we don’) perpenuate
the practices of cur teachers which may not have any sound pustification in
theory o effectiveness in practice!

The foliowing pre-reading siraleghes are based on extensive research
and should be utillsed wherever practicable

Engage the Interest of Students

There afe dutnerous teaching/learning strategies teachers can
when introducing text materials which will motivaie siudents to read.

! O o Pt chutprleny

m Liskmrsing fo mimc

Twksses Purpoue discustaon

fole ploy

iuighmw Problem

h’n widan
Students will be far more motivated 1o read when they have had the
opporiunity (o engage in such lea sirategies and 1o explore

controversial ssues from different points of view befare they read. The
main purpose of pre-reading activities is for sech student to identify
et /b own purpose for rading. For the eacher this alo means helping
stunlents genetale Lheir own quistions.

Studenis can be encouraged 1o forralare their own questions by being
challenged 10 respond 10 opic mues such ax

Wudn you have ﬂ;ﬂhmﬁmlm#m

demand / privatisation . .

A blackboard seemary of resultant shadent questions will help provide a
focus jor reading for all stucdents in the class.
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Ask the Author Guestions
We all learn best when we are seeking answers fo seif-initlated questions.
Proficient Reading is 8 Directed Search for Meaning

Students will thus be more Tiely w0 encounier difficalies when classroam
reading lack purpose and have no clear understandably
structure. students you observe 10 be gazing out the window,
nurming pages aimlesly of engaglng in sriention-seking brhaviours may
be inefficlent readers. Such students are often overwhelmed by & mass of
words and are unable o process the nformation because they cannaol
recognise any structure in the author's words. Focusing students’
stiention o the suthor and asking them (o formulste questions from the
topic or anticle heading will increase students” interest in the following

"Ask the author’ type strategles help students to comprehend the
maaning of the writer. They can also assisi the isacher in establishing
focus questions and toplcs for Inquiry and 1o promole reading for
meaning and understanding.

How to use this strategy.

1. Prior o reading explain o students that they have (0 imagine that the
austhor of the articl or nest is
= gpltthng in the nest room walting for their questions
*  amiving lomorTow 1o answer their questions.

1 Ask the studenis (o write down questions they woukd ke o ask the
author, spacific points of clarification, what the meaning of particular
wiords are, anything they want 1o sk about. This technigque is very
powerful in developing sudents’ skills in enguiry.

Purpose Discussion

Teachern make deciaioms aboul what vex materiabs their studens will read
yet it s inderesting that weachers rarely share with students the imporance
and usefulness of the material to be read, Teschers can stress the

Impartance
e

of the material 10 be read and why it has been chosen for study. This
purpose discussbon can also inchude the Imporiance of the concepis and
informaiion embodied in ihe reading,

Another way of establishing purpose s to comider different ways of
posing questions prior o resding.

O wary of spproaching pre-reading questions i 1o enconirsge reading
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fior undertanding. This can be done by

*  metting questions land discussing them prior 1o reading)

*  angwering questions without looking or referring o the test.
M&ﬂhuhﬂﬂ“unﬂ.hﬁrbp
used to the technique and change their approach to mading so that they
kearn to read for more and undemtanding.
mmﬂnmww:numrm
words or which pimpaoint the partis) bent
mn.ﬁ;:mnunmmm
Effucimnt reoders

* Hows o ceor purposs for reading
* Con dently key words ond phioses

Teachers can further help students in thelr search for meaning by
encounging students 10 formmulate o structured overview of the 1opic or &
section of 4 topic before they begin 1o read.

Davelop o Structured Overview

A siructured overview (see Figure 2) helps students undersiand reading
material because it highlights major concepts and their o
sach other. In some teacher reference books this technique for helping
students to organise their thoughts s referred to varously as ‘graphic
Organisery’, ‘concep webs”, ‘Concepd maps’, ‘semantic maps’, and ‘concepi
hierarchies’. All of these techniques begin with an umbrella concept from
which raciate key words. These words are connected together by lines or
dots to show chisters of concepts which relate by specific aspects of the
Ve

In general, more abstract concepis are recorded at the top of the “web'
and more detalled or concrete concepts are recorded lower down.
Srudents can add or femove wonds from the overview as they read.

The aim of such a structured overview is 10 show the logical
re@tonships between ideas  Whm students engage in the comstruction of
these overviews, they gain practice in sorting ideas and seelng
relatiemships among dees.

The structured overview following could be used 10 show the
erganisation of concepts rrlated 1o the overseas secine.

Uise & structured overview to
* imtroduce & mpic;

*  nchede 4 topic; or o
*  meview a topic ol some Lter datie
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Interpret the Speciolised Vacabukary

The Economics Syllatas conbaing nurnerous terms and concepes. students
may mmcounter for the fira time.  As well as these concepts, there are a
nurmber of other terms and concepts students will encounter which are
e o comerawal Wl Sk et e smssig .
[oirrualists e rach other in chear unambiguous lerms. It
bs therefore of vital importance for students 1 know and understand the
precise mesnings of thess terms 80 that they 190 can communicate with
othrm using thess erms and concepis.

Much of the literature on promoting literacy akills in students
recognise the need for special emphasis o be placed on the wiiys in which
new wonds sre introduced.  When students begin 1o read from a test ar
journal and encounter a lot of unfamiliar words they may become
frustrated and give up. So it is Imporant for the teacher 10 introduce
students 10 this new specialised vocabulary before they begin o read.
Teachers will thetelore nead 1o mead lext before asking studenis to do so,
and they will need 1o identily difficult words which may interrupt the fres
flow of resding by students and limis their sbility to make sense of the text.

Omcea list of difficult vocabuilery has been devised, it should be bsued
s the class it thee beginning of the tople,  Students should be encouraged
o sewk oul these words in an article o text and attempt o define them
from the contexl cluss. They are more likely 1o become
lwarners if they have regular practice inberpreting such context clues.

The ollowing newspaper article from the Sanday Teleymph entitied the
“Peychology of Shopping' appeared on March 11, 1990 Many teachers
wotild have cut if out for use In such Commence topics as ‘Wise Buying’ or
Consumer Awareness’. There are, however, a number of difficuli words
which would have prevented students making sense of the text. The entire
text of the article has been included with permission to (llustrate the
technigue of using a numbered vocabulary guide 10 pieces of text.

 when issulng photocopies teachers can simply underline the
difficult wonds and sk students 10 tick those they kmow and write in the
margin the meaning of those they don't after using context clues,

discvssing the meaning with peers of consulting a dictionary.
Psychology of Shopping
by Paul Broekhuijse
1°s & famdbar wory. Shoppen dligently  ilems you nover planned on baying
wTike up (heir shopping lisis, carefully  somebow find their wiy min ihe mdiey.
calculme theit expenditors and sl o The budgei's been blown sgein.

for the supermarkel. Bel somewhers  Many — incleding & few distraught
botwemn eniering and leaving e mom,  parimers — blame i ou the simple lack
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of wilipower. Bt thore's mone & i
il st (O coneree, B e forces w0
by snything. Bal wipormerkeds s
odher retailers do have o few suhile
i 0 o the shispper. Thene are &
hawt of lisle nchnigues, all apparenly
innoceoui, which coaspire 1o make
oIy ipend by

s all aboul the paychology of

much e, dairy producis, bread smd
Druki ol vepeiables right sl e back of
ihe mare. Thess are ibe prodocss dai
almos everybody wamsls i buy. Bl o
o w0, CwEOMeTY el Pad dvough ihe
whoke kength of te siore, exposang tem
Ao e OppOrEites 1o by,

Typlcally siofes spioad oul ibak
liems throughout the shelves so i
shoppers miss pass through e winle
e o Pl thalr groceries. And ol m
came alsppen are planming o by -paas &
particular aisle. remilers pal special bin
with srsctive spocisls ai the o, This
hon e eifecy of emticing shopper: o
aliled they would ciberwise have
avisidad. In lsige deparmesl sofei.
itemms woch ss electrical goods or
Turmiture sre usually pul sl e back of
itk sfioare,

“Thess we e ey which people
i be hiphly mothoied o by, sid
v Sum Glasser, fram the School of
Markeiing st Macguarie Umiversity,
"Dt o ey by il A Ehatim yova hivi
pass rigie darosigh e §bore OF EWEA L
few mmeys, w0 you pass all ibe ofher
ki on sale.”

‘There sae several oy layoul i
O bs 1o place ispulse iema, such as

pul o iheir Dk, "Retsilen wnd o pui
only certsin types of iems nest 10 the
checkoul couster,” sndd Maoguarie
Umivearsity prychologin Rod Possr. "I
your four-year-old child demands
wwoeis while you wre waiting et Lhe
chechoat, you'm mone Hiely o bay
woma, partly bocasse if the child tiows
i mniram @'y in froo of bois of praple.”

Magazimes are placed near
checkosis becasss shoppers can flick
ibrough ihem whils they e waitlag.
And wocording 1o Sydney University
peycholiogisl Dy David Robinson, if &
iptailer wants 1o sall someihing it"s
imporuant 0 ged the (em o the hands
of ibe poasnlisl conceme.

H you pay sSmiion Seel fime yos
whop, you“ll sl notice thal cenain
larmncds gen the price spol — sl whilt pye
level — on the shelves.

Thin ia v 8 meiter of lock,
Minulecturers somoimes scmally pay
redaibery lor ihe best posiisons, sod may
have o pay fow the privilege of petting
iom et whahves o il

According 10 Ouy Ellicot, &
researcher with the ABC 'y consmmer

the effora of retailers w sell them
things. “If yow are launching s new
prodiect, you wEnl 8 promiem positon
o tha sheless of (e prodeet el die
e smid. “Mlamufstoren pay for ihin,
snd ihe premivms ke passed oo
consmerny s pan of the sdvertising
budger The cossumer is actually
paying lor deeen s el e product o
themi. ' i Ellicol sy conmmimers Can
take achvantage of this enck. “laenw that
ihe miore wanis to vhill ee placed st
sye-beval, bl guiie olen you cam find
cheapey dern below,” e sl

Cenuin prodds — wach as reeen amd
wys — pm afien placod choser 1o ithe
proussd, where childen can see and grab
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them, [y CHesser sald the gponeral decor
of the st his in elfect on shopper:
“differem markei segmenia have very
dilfermm preferonces. The peneral
ambience of e pore e imporians.
People i o fod of home, md they'll
e s bt eyl 1 ot they like.

The everadl image bay & profound
effect While muny cusssmners belirve
ihei cerviim stores sre always (be
choapesl. the truch i dhal thin vanes very
much from suburh w0 suburb.
Margese Linieriiry s Bod Poseor srys
e cokown, such o mde snd orenges,
wend o emlice pecple WG o sENE End
make ihen move faner — which is
waclul for o supermarksl relyung oo high
rnower.

Covler colours, such is blses snd
preems, offer & mose op-makel mage
and iend 1o meks people move leas
guickly. This in wselal for soves selling
expensive i such s furmitere s
b -l wqquipenens, where poapie noed ume
1y comasder @ panchase

D Fower sald cheaper clothes
shops g0 b fox brighor lighting 1o keep
poople iwake and doing somahing,
wheresl up-meriel shisps wie aalier
lighting wnd more suhile coloss.  The
ume of codour can smelimas be puanety
misleadng  Prisiocs, for example, e
ofem wiappel s red plasise, in onder 1o
A &y groci gk on e wpods

Anoiher (olour irick ln the wse of
special lumps. L & supssrmarkes has a
ot department, chances wre theer 4 &
speciad pink lamp hidden soinewhers
wihich ahimes on the meal and makes i
hook more med e i aconally js. “Yiou
can’l pormally ase the source of the
light, bocause otherwise your vishom
would ke i inle scoounl,” Oy Fower
CTh

Anpiher irick s o place ceriam
colowrs wesi 0 each other, Puych-

ologisis well we thay complemeniery
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odoiry — woch m red ad groon, or Bl
and yellow — have the effect of
enhancing each otbey if placed wide by
side Macing & proen capsicum nexi 6o
el o, for evanple, makes bolfy of
Ehean look bether

Aocording o soms prycholopin,
uores with cluremsd sisles have the
effiect of muking some people (hink they
re chospsr. Shoppors ukially beleve
G the ondy Femen s have clunersd
nisles i that they wre trying 1o cul
oreprheads, woch 8 gy ooete, s ilss
eving will be paised oo “Poople will
by ihuingn in sarkoy becsise ey Bink
iy wre chieap, bl thal s ofien ro nealiy
the case,' Dir (lassor sxid. “Peopie ihisk
they wre cheap because e i 8 ol of
Jursible and W'y very heaty,"

Spores with big opon skibes proses:
ibe sliarnaiive message: more ea-
pensive. bul botier guality. Many
supermarkets now have Cesned muic
— or even 8 iype of in-house radio
Matoi — opoting. Prychologise sey
ihat freneiic musiz played on the
sathons can make people move mors
quickly, which means more shoppen
wre whbe 10 pasy Wiroaph e sire.

Some sspermarkeis wee moie
wubdued muns, which makes peophe
feel ai home and say sround longer —
mcreasing the charces they Il buy exira
ihimgn " Advertisements on in-bouse
i el o ke very eflective, became
o have peopls who s about 1o maks
§ decinion — you've pod & captive
e’ [0 Clssid wasd

Anogher factor ko be bowme s mind
Ty B pomac sogn whappants b hunper
Prychodisgiot sy i if you dwog while
o e gy, youT buy & ol s

Samatury Tolbejgrogh
Mmch 11, 19590
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Use the fist for sradents 1o seek oul these tlerms and concepts in the
artdcle and ask students 1o define the termes froom the comtest clues

Voacabulary

Before you read the anicle entithed the Pyychology of Shopping’ find the
iollowing words in the passage and atiempt to define them from the
contest of the senience in which each s found. Note that the numbers
rofer bo: (page numbes - column nummber - text bos mamber - line mamber)

 diligortly (192-1-1-1)

* innocuous (193-1-1-7)

« goiicing (193-1-4-8)

* promium posifon [193-2-5-7

* sagmenty [194-1-1-3)
* gmbance (174-1-1-5)

s prolound (194-1-2-1)
* complementary (194-1-4-3)
* overheack [194-2-2-7)

# lwnehe [194-2-3-7)

By employing this teaching /leaming strategy for each topic most students
shotikd have adequale vocabulary preparstion for mearingiul leaming 1o
ocur i that and subsequent toplcs.

Interprel the Signposts

When studenis begin 10 road From texts they can bocome overwhelmed by
the wonds and may not be able 1o extract the key poinis or issues. When
we pick up teathooks, we generally examine the Conlents section 1o
ancenisin the appropriateness of the e o mesl ool curment needs. W
also make exiensive use of the Index of most books. Mot of us were not
mughi these technigques but as self waght esperts we lail o recognise the
feed to beach hese same bechiigues 1o o students.

Maodern computer-generated layouts of texts have given us a whole
new workl of signposts 1o the suthor's intentions. The size of headings,
the colours of headings, the font type. the font size and the graphics Lsed
cun ilustrase the suthor's intentions. yin eachers often fail 1o work with
thelr students 1o ‘crack the code’ of sach new text.



Virginia Frosr & Mike Horsley
Graphic Outlines

The value of a graphic outline of » wrst is that it provides students with the
signposts for sebecting the relevant information.  This technique is best
el with tewts or journals which have clear headings and subheadings.

At the beginning of an economios ooumne none of the students tn your
class will be familllar with the structire or content of the texiis) you have
selected lor thewr use. Students will begin W recognise the makn poinis and
kim over the irrelevant material if they learn 10 use a graphic outline to
identify the headings as the key indicators 1o identifying the organisation
of condent and changes in the direction of that organisation.

Chce students becomme proficient at completing a graphic outline for a
text or anticle they can then begin 1o predict the content of sections of the
text from the heading snd subheading chies.

Geography Curriculim Implementation Coordinating Croup by Resource
Services of the Department of School Education shows the use of graphi
outines for textbooks and for journal articles.

The graphic outline on the next page is a highly generalised example of
the wiy we can structare lsaming experiences for our students. Preparing
such & graphic outline enables us 1o demonatraie o students the relstive
porunce of various pleces of test.

What are Tex: Pofterms?

Ome of the important characteristics of textbooks is the text pattern or
struchure which the suthors use 10 convey the ideas 1o be transmitied 1w
the students. In (he last bwenty years & great deal of ressasrch has been
comductied into the distinctive organisational pattern or structure of Iest. A
number of teaching strategies to help students lanmn and understand these
text structures have been dirveloped.

What Kinds of Text Potterns do we find in Textbooks?

In the expository writing found in thost texts, resssrchers have identified
Fivie rakn MTOCTUrES OF patierma.

The Five Main Pofterns ore:
TEMPORAL ORDER
ATTRIBUTION, COWECTION, DESCRIPTION
COMPARE ~ COMNTRAST
CALSE - EFFECT
PROBLEM - SOLUMON
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Thiese patteria

*  exist ot the sentence level, the paragraph level, the chapter and whaole
ook level,

* are basically usad by the suthors 10 give the discourse lis overall
g nisa o ansd formm

* are indicated by key words and cohesive tes that bind the ideas

. m_:;brn-uu-mﬂ-_u;dmmm
relationships between the keas,

* may appear singly. or in ihe same text, or a number of different
[PAIETAS ALY ADPowT.

Let us explore wach pattern in a lethe detail

Tempoml order or timw order is commen in much writing where authors

ane using a narmative sybe of writing. 1t includes technigues lke Nashbacks

and foreshadowing which authors use to manipulate time sequence.

Temporal order s signalled by words like “first’, ‘second’, thind", neat’,

ther', ‘suddenly’,

Attribution refers b0 descriptions or listing where authors are basically

describing or noting something. A number of attributes on specifics or

settings are presented jogether.  This sort of text patern s signalied by

words like ‘first’, ‘in addithos’, “as were', furthermore’, ‘next’ and ‘finally'.

Compare - Contrast s used 1o organise information when two kdess ane

being crganised un the basis of their similarities and differences. This

is signalled by words like "however, ‘neverthaless’, ‘'on the other
» ‘different from’, The same as”, ke, and similarly’.

Cause and Effect combines elements and ideas in & ‘before and after’
sequence in & causalive way: where one thing influences the
characteristics of another, The cause and effect pattern is signalled by
words e 'm0 that’, “thus', ecouse of, ‘as & result’, ‘since’, ‘In order 1o,

‘therefure’ and ‘consequently’.

catsabive between and solutions are cutlined.  This
pattern is words such as ‘an anwwer ia', "8 question s, ‘the
scrhution i and ‘the problem s°

A charscteristic of the different text patterns is the varied clue words
which are sigrals for the patierns. These sorts of words ame also known as
comnectives 1t has often been argued that lack of knowiedgy of connectives
by students will be related o poor performance in feading. An American
stuety of 35 textbooks from grade 6 10 12 showed that different subjecn
used different connectives and the connactive koad varied quite widely
For esample soclal sciences type subjects were less burdened by

198 FCOMOMICT *9 1



MNEW TEACHING STRATEGIES

connectives than the physical sciences.  The sthudy slso revealed & quite
diffesent 1op twenty connectives for five different high school subjects.

Why ore Text Potterns Imporan?
Much like svpert drivers, readers who are successful in schools
somwhow soquire & specialined knowlsdge aboul the patterning of
their texts. This may inchude knowledge of overall wext design, of
chapter formats, of substructures within chapters, ol
structures, and so on. Expert readers come 1o t
FacTosETLcTune of & fewt and the microstrucTures thal are guideposts

for the of alewe.
fullowing the mmning of a o

School students must do much comples reading in very speclalised
ronient afvas. ulte often text patierns wed 10 treat partioular Wpes may
be unfamiliar. Resders may benefis greatly from auiring knowled gr
about these patierns which can be used for studying and retrieving the
informadkion.

Some Pre Reoding Activities Bosed on Text Poflerms

. Teachers can alert students 10 the type of panerss they will be working
with.

1 Teachers can ask questions designed to rmodel the text pathern.

3. Teachers, especially with NESS students. can belp maks sure snudenis
understand the connective or linking wonds prior to using the wext.
This can be done espacially i conpunction with NESB teachers who
may assist b the teatn tesching of lessons.

4. Craphic organisers can also reveal text pattern differences since the
graphic organisers for different ext patterrs inok different.
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AUSTRALA'S ECONOMIC FUTURE

MAX WALSH

1 saspect F'em an lairly safe grovund when [ say that probably none af you in
ihis room recognises the name Lincols Steffens. That's not
Steffens was a journalist in the United States around the turn of the
confury. He was the founding father of that dass of journalists calied “the
muchkraken’. 1t was Teddy Roosevelt who called them the miuckrakers. He
meant It as & pejorative expression and down 1o this day politiclans
discomiurted by journalistic expose’s tend 10 employ the description of
o diminish or dismiss damaging revelations. In their e,
however. the muckrabers were primarily concerned with exposing the
political then corrmmon throughout Americs and the anti-social
behavicour of the varous trusts which dominated corporate bifr in America
They dorumanied the in which monopolistic power was deployed
with the connivance of politiclans 1o gouge consumers, destroy
competiton and et labour,

Steffens wis & courageous and quite powerful and popular figure in
his day. However, when he is remembered today it s for one sentence.
Steffens went 10 Russia to report on the Bolshevik revolution in 1917,
When he returned he proclaimed ‘T have seen the future and it works’
These words were 1o have a powerful resonance throughout American
liberalismn for the next three decades. Bul by 1991 Lincoln Steifens
wouldn'l even convince a Kremiin handliner. Consequently, the recond of
journalistic forecasts as to the future or anybody sise’s for that mater has
10 be treated with care and a dash of scepriciam. The collapse of
couramaEnism whet () came wiis Tapad and dramaic.

By way of a rescuing of the reputation of journalistic forecasts, | could
point to the hook Blosd iw the Streets, written by a friend of mine, Jim
Davidscn in the mid cighties. The title is a litde misieading. I refers w
Mathan Rothachild's semarks after he had made a killing on the stock
market after the Battle of Waterloo tn 1815 Rothschild’s commusnications
system wis superiof 1o anybody else’s in London and he was the fint to
learn of the owcome of the Battle of Waterloo. He began
selling stock, sending the market inito a panic as it concluded thar
Mapoleon had carried the day, that the days of the British Empire were at
anend Then when the market was on s knees his agents began soaking
up siock. Kothachild reputedly made a milllon pounds out of that exercise
He explained his market killing in the following words: The time 1o buy
is when biood is numning in the streets’ Mind you, it takes some nerve.
Diavichon the joint suthor of Bosd i the Sireets was 2 Renatssance scholar
when he went to Owford from Americs o do a post graduate degree. His
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tutor at Owford wold [ime T you wish 1o undertand the Renabisance you
have to undersand theology. But if you want ko undersiand the fwentieih
century you have to understand economics.” This is & proposition 1o
wihich | wholehaarmediy subscribe.

Anaither friend of mine, Profesor Barry Hughes, once told me tha |
would never make & serious sconomisi because | didn’t understand
regression analysis. True. Then again, | have never sspired 1o be that son
of serious eoomomist who is constantly preoccupled with the trees and
never aware of the woods.

| have net had your experience of the lest few days, having returned to
Australia only woday. In fact | flew in this aliermoon from Argentina. [t
was mupposed 10 be this moming but we were on Argentinean tne and

olf for & long rest in Mew Zmland. |f Seeffens could go w the
USSR in 1917 and say 1 have seen the hetune and it works', then | can say
that hiving been to Argentina, if that's the future, it micks.  Last weell they
published the inflation rate for June. It wis down o three per cent. That's
for ihe month, bringing the year 10 date o something over 100 per cent
Thar's & big improvement since the Menin government cime to power.
Inflation was running & over 2000 per cenl two yeirs ago. In fsct the
Menin government Is consldered to be popular and successful by
Argentinian standards. Although the country is stil] going backwards, §t is
not dolng w0 at the same rate. Since 1562, sverage per caplia real income in
Argentina has fallen by 24 per cent. There are signs that i s coming 1o B
sensees. The success of lis nelghtsour Chile and the way in which Bolivia i
beginning to restore lis econonry ane bringing some gemuine discipline 1o
Argentina. [t's not my purpose to lalk about Argenting tonight but it
atways helps to know that there i somebody worse off than yourmnelf.

While | was not able to attend your conference until this evening. | can
see that by looking a1 the subject headings of the various papers, i & clear
that you have heard s great deal about specific aspeas of the Australian
and global economies — especially in the shori berm. My impresiion is
that you have had a pretty good bour of the current state of ithe Australian
sconomy and our progress. or lack of progress, in engineering needed
structufal relorm. Knowing most of the people who sddressed you, | have
a fair idea of what they would have said. | auspect | would disagree with
very lithe of their combent. Ihmmupmmlmﬂﬂm
agaln. | suspect that you have overdosed on Australisn structural reform.
Howhver, | hope that | can buikd on those sarlier papens to pul the subject
of structural reform in & wider and in some ways rsther unomhbodo
coniest; o provide & broad brnmh sttempt 8i examining the need for
structural reform against the backdrop of the longer term global
environment. A el that is whai | will attempi 1o do this evening.

fim Davidson, who | mentioned a few moments ago, has another book
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schedualed to be published in Ociober. 1t's with the same co-author as his
Bloal im the Streets Lond Rewn-Mogg. This book will be called The Reckommng
Davidson you might gather s decidedly bearish sbout the short 1o
mactianm term. Hae told me that they originally thought of calling the book
The Enal. Nowt only was that too absohate bn its implich judgement. It lef
fiy i fof o sequel. B i did remnined me of & long leanre article | wrow
fior the National Times back in 1980 following the second oil shock. The first
off shock of 1973, which saw 4 quadrupling of crude ofl prices, led fo
recession and then sagflation.

The Warkd Econarmy in the 19805

In Late 1979 crude ol prices were doubled by OPEC. While we were not
guing w0 have & replay of the post 1973 period it was obvious that the same
forces enperiencad in 1973 had once again been unlesshed | evplored the
various possible scenarios, all involving some pain, ot least in the short
run The editor decided 1o do & poster on the article. You can wsually get
away with a touch of yperbole on & poster. You want o tvase people into
buyityg your publication but not leave them feeling they have been misled
The Natisrse! Tirrs poster that week:

‘THE END OF THE WORLD'

That was in bold 144 point type. I masch smaller type — indeed you had
0 gt pretty close o read it, was the additional line:

i o o
Curiousty this was a succenafial editiom, 1 claim no responsibsilivy for
Mm—huﬂ;mﬂu—muuumhcw;h
The weeond ofl shock, buliding on the first oll shock, did change the
workd as we knew it In Burope and Japan the response to the second oil
shock was to adopt # policy stance that gave absolute priority o
preventng a re-ignition of inflation similar to that which coourmed after the
first shock. This meant. in the case of Burope, being prepared to live with
higher lavels of unemployment than had been considered politically
accepaable jor some thirty years. Unemployment was 10 remain high
throughoul the 1960 through most of Western Burope.  The response of
the United States, the world"s largest economy, 1o the second oil shock was
largely diciated by the political cycle. Jimmy Carter jaced re-election in
1960, He was carrying the political burden of the hostagr crisis, ges lines
and high inflation desplie 8 money crunch in 1979, Ronald Reagan was
clectrd at & time of kigh inflation which led Paul Volcker st the Federal
Reserve bo impose a tight money policy in 1981 This had 1o be tighter than
anything previously esperienced because President Reagan actually
brought down an expansionary budget. Sky-high intetest rates and a
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rapidly slowing US economy were & disasier for ihe over-borfowed
rountries of Latin America which depended on the US import markets to
Finance thair high interest bills

In Augast 1582 Mewico was the frst of o sring of Latin American
countries to seek @ momstarium on its detd. This was the beginning of a
decade of depression for the Latin American continent. Volcker pased LIS
ihe space of three years the Unied States had moved from being the
world's largest creditor country 1o being the world's largest debior
country- the full implications of which are still not apprectated. The
beneficiaries of Reaganomics were nol the Americans, although (he
expansion of the sconomy saved a number of banks from going under
The beneficaries were the Asian countries, primarily Japan, which
enpanded its ewports 0 (he Liniied Sates

Australio in the 1980s

For Australla it veas also & whole nirw hall game in the 1380s. W sntered
ihe decade with a very low level of foreign debt and with Prime Minister
Makeolm Fraser ielling us thai the second odl shock represenied the dawn
of & new development boom based on our deposits of stearming coal At
his urging the various state eleciricity suthorities began borrowing in big
licks freem abroad o finance expansion of thelr power capacity. They had
well amad truly managed to hock themsetves up fo the hilt when the warkd
went into recession. The debt crisis in Latin America, which had the
international banking community searching the globe for credit worthy
borrowers, co-incided with the de-regulation of the Australian banking
sysiern and the admission of shaeen foreign banks all sicicus o lock up as
large & share of the local market as possible. [n 1980 Australis’s gross
Joreign debvt was 5135 billion — at the chose of 1990 it was move than §155
‘billion. In 1960 our inderest bill absorbed 4.1 per cent Of owr export income.
In 1950 the figure woas five tmes that — 20.3 per cent,

The eighties actually felt betver for mose Australians than the seventies
In some ways it was almost as good st the sixties -the decade of
development. It was all done with credit. The grim fact is that we have
e just about reached the lmits of our credit-worthiness. In e, for all
but & small handful of private sector borrowers the foreign markets are
now clomed. 1t veas Troasurer Keating's claim throughout the eighties that
crithes of our burgroning foreign dett wery panic merchants — ﬁn:hnr
funds were going into productive nvestment that would
esport potential in the future. hmlvthmulﬂlﬂ
funds went into the stock market casinos where overpriced lakeoven
fundied & bootn in asset prices and imio the Australian property markes
This spilt over into & residential and office construction boom. This
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speculative bubble has now burst, pricked by governmeni mongtary
policy. But such & bust was ineviiable. This really is the recessinn we had
o have. And lor some Ausalians it is gobng 1o be a long, long recession.
The sxistence of that foreigh debt will imnpose a very low ceiling on the mie
of growth the Australian economy can accommacdate as it s presently
sructured.

The US, which is still the key to global economic performance, abo has
it stractural profdems. They ane nowhere noar as daunting as those facing
Austrulis but they sre of such magnitude that a sharp rebound in the US
would simply set that ecomomy up for back 1o back recessions. Australia’s
structural problem i well known to you. We are excessively dependent on
cotranodsties for our export income and we have & high demand elassticity
fior kmpons that can no longer be financed with foreign borrowings. Our
deperndence on commodity sxpors places Australia in g unique position
for & member of the Industrialised first workd club.

Four countries could be said 10 have achisved squivalent first workd
status as commod ity exporiers st the tumn of the century. These wens the
s cafled countries of new settement — Canada, Argentina, Austrabis and
MNew Zamland. Canada has miccensfully made the transiifon to & brosd
basedd exporting scomamy. This is largely due to itk prowdmity (o and now
integration o the popuioos snd affluent US market. That's not the sole
rason — Canada's dependence on wheal created economic linkapes —
especially tn raitway and rebatod development — which Australia did not
enjoy because of lis wool oriented export production st the tum of the
century. Where Canada has been successful Argentina has been
speciacularly unsuccmsful [t has well and truly slipped out of the ranks
of the first world.

Argentira lailed bo make the transition from commodities io 2 broader
base of svports for & whole host of political and economic reasons.  Had
AusiraBia been settled by Spanish colonists with their frodalistic
system then we would be in o much sorrier stale today than we actually
are. Ome important reason for Argenting's lailure does have particular
relevance 1o Australia in 1991 Argenting was hurt by ity exclusion from
particuiar expor markets in the prw war and post war period. The Otiowa
agreement on 193 in the middle of the Depresaion, saw Argentina’'s grain
excluded from the imponant UK market where it was displaced by the
Commonwealth producers — Ausiralis and Camada. Argentina did
Eranagr b0 rraintain some beef exports to the UK but the price extracied by
the British in terms of irade and tax concesalons was both high and
humilisting  Then after Workd War [I the European recipients of Marnhall
Ald were told that they could not spend those dollars on Argentinian
wheat and meat. This was Amenca’s retribution for the anti- American
pro-Axis stance of Peron through the war perind.  Argenting responded 10
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both these eplsodes with policies which aimed at making it more self
suffickent in manufacturing It evected protectionist walls and rurned
Iwand.

The rebervance for Australla b that we are confronting & sinuation where
de facto trade blocs are forming in Europe and in the American
hemisphere which carry long term threats 10 Australls’s ability o expon
its commodities around the globe, As huck would have i — and i is
largely luck — this is happening at a time when we have belatedly
recognised the impediments to sconomic development impoded by &
regime of industrial protection. i was Paul Keating's proudest boast that
he had st in place the conditions for internationalising the Australian
sconoery. Cerainly his years in power which saw the deregulation of the
financial system, the (loating of the exchange rate, 8 commitment to
reducing tariff promection, and the recognition of the absolute necesity of
micto-economic reform have seen Australis become more international
Ehan at any cione since Federation. 11's mrue that the situation waa forond on
Keating and his colleagues. Wi had resched the stage where we could no
knger earn encugh from our comenadily exports to subsidise a e siyle
based on politcal woplanism mather than market forces. The end of that
wra came at the mnd of the seventies. We have financed our strugghe to
malntain the impossible by borrowing from abroad. Af the same Hime we
have sold off increasing humps of pur herftage. We can continue to sell off
the larm paddock by paddock. declining into genter] and then none 1oo
prodeel poverty. The loss of political and economic sovereignty b Sronger
of pcher external forces s noihing new,

Two hundred years ago we displaced the Australian aboriginal with
the power of the musiet. Manhattan was purchassd in 1626 by the Duich
West India Company for 40 guilders in beads and trinkets — worth
around $34. While [ do not belleve thal this is o be our e — of being
dispossesed, it is cenainly & wors! case srenario that should be kept at the
back of cur minda. Australia‘s futiine depends on is ability to respond a8
ghobal environment which is changing both rapidly and unpredictably
We have quite a lot running for us. This is & very richly endowed pan of
the workd and we have a solid expon base 10 build on. Our problem s 1o
accept the fnct that our export base is no longer capable of delivering 1o
our iotal population the standard of living they are accustomed to
enjoying. There are substaptisl obstacles in getting this message acriss
Democracies are difficult systems when it comes to stroctural change.
Politiclans have & natural rebuctance 10 npose pain even  they know it s
for the of the community.

In all modern societies. but especially in a relatively small one like
Australia there are organised imterest groups which are able 1o £s6r1 8
degree of leverage which can defy the markes forees which would exist in
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your text book free market A Lirge proportion of our private sector is
mrgarised along oligopodistic ines Labour s organised and disciplined in
what it sees a5 hard won tetms and condittons of employment.
Il Australia was caught in a cyclical recession which is probubly what
many if not most siill think s the case. then the prospects of engineering
the required basic elements of change would be remote. | believe we are
caught in a much more serious and extended structural recession,
something | have warned as coming for some time. Our domestic
condition is well known. Recovery is dependent on a neurgence in global
growth. Howewer. that recovery will be limited by our appetite for
and by our sccess to foreign borrowings both to moll over sxisting

debt and 1o ma ke up the chronic shortfall in pational savings.

Global Economic Cycles

Firsy, take the outlook for global growth. Now | suppose Nikolai
Kondratiefi is slightly better known o you than Lincoln Steffens
kondratetf was 4 economist.  Uinlike Steffens he did not look at
the LIS5R and declare that it was the Future and that it would work. He
wis rather mare chear sighted. amd for his vision he was Hquidated by
Sualin. But in 1922 Kondratiefi published an esaay on ‘Long Ecomomic
Cycles’ based on the examination of economic data going back 1o the
eighteenth century, This data led him o conclude that capitalist systems.
exhibited quite identifiable long run economic cycles with sach wave of
berween &0 and &) years dumtion, ssch consisting of three basic phases —
upswing, crisis and rocesslon.  Kondratiefls long waves have a certain
sedusctive symmetry about them which has lad some to use his findings as
& prexiiceive ool

The world did have major depressions in the 1840, 1890s and 19%0a,
which on KondratielTs ressoning sels us up for another in the nineties.
While believers can argue that Kondratielf does help you resd the future |
am pot one of thern, What Kondratieff did demonstiaie s that hisiory
since the dawn of the industrial revolutlon has shown that long waves of
economic activity have been present. Short run cycles exclie no
COREFOVETSY in ecoROmIcs. We can soe them all around us overbudlding of
affice space lrads toa gho, a crisis, 3 recession i the local development
inclusery and svenmually the cycle sars again.

The concepe of long term cycles was taken up by Joseph Schumpeter in
his study of business cycles. He developed a theory of displacement
where the sharp rise in the price of an impertant commodity, the
application of @ new inventlon, new methads of production, new soues
of sxpply, Mew tade foules, Schumpeier saw the defining character of
capitalism - the essential fac of capltalism, as he described it being whai
b called the ‘gales of creative destruction” where it is technological
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imnovathen which drives the long upswing of the cyche. Bub as Schumpster
wrote: “The mony an innovaton beoomes established, the mone it loses the
character of an innevation and the mare it begim o follow impulses.
imstead of giving them.’

Looking backwands it is relatively sasy 1o identify the innovations that
were associated with the upswing of the Kondratiefi long waves. The first
began in the late 17608 wihih ithe indusirial revolution, the adapiion of
many hew inventions, the development of canals, rsds and bridges and
the development of hanking  This upswing ended with the depression of
1838 and the second wave got under way in the mid 18408 with the
radiroadisation of America, the gold discoveries of California and Australia
and the development of water tansporiation. The cycle ended with the
long depression  which began tn 1873 and the next wave began in the mid
nineties with the second industrial revolution that saw the advent of mass
production technbques, commercial chemical production, low cont steel,
the telegraph and the eleciric penersior, Thai wave crashed in 1929, The
world came out of Workl War [T with an arrey of insovations which were
progresively developed over the nest few decades.  Although the first
computer wis built in 1946 1§ was nearly thirty years before we saw the
advent of the personal computer. The aviation industry wis also bulkding
novation upon innovation until the era of the Bocing ets herakded mass
air tranaport.  Japanese production iechnkgues bd 10 the democratisation
of the motor vehicle and in communications the mardage of satellites 1o
computens revolutionised the global financial inclusery.

There is an accurmudation of evidence that these innovations have now
reached Schumpeter's condition where they are no konger driving the
world economy bur responding w impulses from ihat econcoemy. The
mwmm:hhm the motor wehicle indusiry and the

are all characierised by axoes capacity. 1990 recorded
hplhn:hlhunh:ﬂﬂﬂmhﬂmﬂlm MNowhere, it must be
said, is the degree of excess capacity greater than in Japan and by the
Japanese. One of the extraordinary features of the second half of the
eighties was the way in which the major japanese companies playing what
they called zattech ralsed huge sums of money In the global financial
markets by issuing bonds with warranis attached. The warrants were
ultirmaiely convertibie to equity and because the Japaness stock market
was booming (hese warrants enabled the fapanese to s bond finance a1
next (0 niil inberest rates — sometimes it was nil and on more than one
occasion it was wirtually & negaiive interest raie. This cheap money
financed an unprecedented investment boom by the Japanese both
domestically and by lapaness companies in foreign markem. The stock
market bubble which attracied all this cheap momey also underwroie a
property boom in Japan. That property boom is now unravelling. As
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those bond raisings of the sighties mature with worihless warranis,
[apanese manudactunens face & masatve refinancing problem The warmants
ant not going 10 be convertad b equity and the funds which came thteress
Free are going to be rolled over at competitive interest rates. The
prosperity of Japan and Asla through the mexit lew years wnd well inio the
nineties depends on the ability and willingrness of the United States and
European markets to absorb evports from these markets.

Australia’s Future in the World Economy

It has taken eleven months of mecession in the United States combined with
strong sconomic growth i the export markets of Europe and Asta for the
LS 1o bring lis trade deficil towards balance. This suggests that the
el term sustatnable position of the LS is sither & very weak recovery
which does not revive imports or a depreciation in the LS dollar ro U s
competittveness. It will probably be & mix of the two. To the extent that
econamic growth continues to show down in Asi and Europe the weaker
will be the LS recovery and the dollar. Japan s going 1o have 10 work

its asset inflation and excessive investrnent. This will knhibiz, as it
already ls. the sconomic growth of Asia Apart from the ability of the
Furopean and American markets to absorb Aslan impors we have the
mﬂuﬁm In both economic biocs we see rising resistance
|apanese imports on shart term political considerations.

What | am suggesting is that the prospects lor sither strong or
wustained recovery of the Australian economy in the shon erm (because
they are so dependent on external growih) are poor 1o dinmal. While | am
mo masochise, this may tum out to be wseful in terms of engineering the
structural changes which the economy requires to survive. We are
forninate in having & political climate which is close io consensus in
defining our problem and in recognising the Hmited cptions we face. | do
ol pretend that there sre not conslderable differences in terms of
emphasis. agenda and priorities. Clearly this s moat imporiant in the
critical areas of wages policy. But we do not have one major political
Eroup canvassing a populist or revolutionary view of sockety as allering o
patnkess satution to our problems. | do not for a moment suggest thar
populism has been totally resounced by the body politic bul there is &
reassuring recognition that our foreign debt imposes & discipline in this
ared. Australia has no alternative other than to proceed with as much
speed a3 possibie 10 intermationalise our economry

This means the aggressive punsuit of & basket of policies rangmg from
indlation control; o micro-economic reform lower barriers 10 trade and
competition; & recognition of the absolute necessicy to finance mere of our
Investoumt from domestic savings. Mainly | suspect through public sector
austerity. This will create the pre-conditions. for Austrabia o dentity and
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pursue those arvas where we have or can develop & competitive
advanmage Each and every one of those policies means economic pain for
somebody — and therefone political pain. There would be sbsolutely no

prospect of carrying out such & program i we were enjoying the full
WWMHMMMHMMH
our natural destiny for most of the last forty odd year. And if it all works,
the and result & going 1o b & wery differens Australia from that which we
prew wp in. By definition an internationalised Awsiralian sconomy s
puing to be very much different from the sconomy we have known for the
kast minety years. To me il is evident that the global political forces are
pushing Australla more and more Into the Asian sphere of economic
activity. We are not going to be frozen out of other markets bul the reality

ks that political imperatives in Burope sre geing 1o encoursge bi-lateral

trade agreement with Mexkoo will, if 1t succeeds, reinforoe the refocusing of
LIS palicy thai has been under way since the collapse af the cold war.
Iniegrating the Mexican sconomy bvio the LS will sbsorb the sttention and
energy of many Washington sdministrations 1o come As that free trade
egreernent s extended 1o cover other Latin American couniries, Australis
will find el comfromied with incresskng discrimination. While Canberm

will alk up our alleged special relationship with the US, the
reality s that we will count for litle in Washington.

A more Astanbied Australia, mwch mone Aslamised, carries enormious
soctal and political implications that go beyond economics. Nonetheless |
balieve our Astanisation will be driven by economic imperatives. By
Asianisation | do not mean & quantum leap in the Asian population of
Australia though clearly that will kappen over time. Rather | see
Australian economic development as being driven by Asian demands,
financed increasingly by Aslan investment with Asian management
playing an increasingly imporant role on the ground in Australla.
Fortunatoly this process s oocurring, Indeed it B only possible a1 & time
when we are witnessing the industrialimtion of Asta Strong sconomic
growth through the righties has been reflected in (s rising per capita
incomes throoghout the region, However, even in countries like
Bingapore and Hong Kong which have average per capita incomes

that of Australia the distribution of those incomes s set more

by market forces than society standards. Inevitably a process of

convergence will occur. To gt it st s bluntest, this will not be anywhers

monr as pleasant a place in the future as it has been in the past for unskilled
Wi kers

Thi more we ‘slow wallk® microsconomic reform, the more we believe
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our commodity exports alone can fnance & frst workd life-siyle with a
large public secior and wellare structure, the more we belleve that
aconomkc policies should be shewed towirds consumprion and not saving
the greater the chances are of being marginalisad by the workd in general
and by the Asian region in partcular. That carries all sorts of kmplications
For woocial cohesion and thevefore national survival

Conclusion

Let me say in conclusion that trom here on in Australia really will be
Fghting o preserve the best elemenis of the culbune that i has created in
this part of the world. 1t ia not going 1o be able to preserve all the elements
of the Australian "way of life.” You will not bear much mention of

Darwinism will be a mare description. In
Ry ways that's a pity. Bt that's the nahure of things. When you look at
it carefully each days marks the end of the workd as we know 8. The secr
of saccess I8 lemrning from past mistakes, the first lesson being that there
are no eany solutions.
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Australian Buresu of Agricultural and Resource Econoamics
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Short Run Phillips Curve
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GLOSSARY

pbtaining & mix of goods and services thai
mmaclmises scleiy's weliare

communist party buresucrats and party
functionaries. Especially applicabie to technical
specialists of polsticlans or polatical bodies
inflavion of real estaie, share prices and the like
in the mid 1980"s due o heavy nvestmeni by
spociilahior

process of changing awards to enhance labour
productivity by improving efficiency and
reducing cosms.

accounting record of all current and capilial
iranssctions between Ausifallan residents and
the rest off the workd,

that part of the balance of payments which
records private (non officlal) and government
ioifaciall ca pisal iTRRAaCTONs

an economic system based on freedom of
envierprise, personal iserty and private property

whers minimum wage levels are determined by
& central wage fixing auibority such as the
Industrial Relations Commisson.

resources suck as wool, wheai, minerals,
beed anad frudh which ane sold in forelgn markess.
creation of a level playing field for privaely
owned and publicly owned enterprises. Any

by computition from potential kit and run
entrants. Previously theie markels were
conakdéred 1o be nahirl monopalies

technkque used 1o mossure the benefity and coses
of environmental resource use by conducting &
sample survey of the population, where peopie
iy naked questions as 10 the amouni of money

FrONOMICE "9 1
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econsme of ool

onomee of wope

GLOSSARY

they would be willing io pay 0 ensure their use
ol the enwironment.

establishing an operating environment for
government irading enterprises which

the internal and external conditions that
sucoessiul private enterprises face

a process of welghing up the benefiss of nesource
use options sgainst the costs and providing
information on the relalive efficiencies of the
opsions.

a situation in the balance of payments where
iotal payTrels fol Enpants of and services
and incomme transfers o the rest of the
world excesd rotal receipts from exports of
Eﬂﬁm services and income from the rest of

ralsing borrowings t the issue of debt
instruments such as and fixed interest
saPCuEri .

wagy determlbnation cantied oul af the enterprise
level which may or may not be ratified by an
Industrial eribumal.
the loss of purchasing power of a nation's
currency in relation (o other national currencies.
i process whereby direct government regulatory
controls over markel forces ane removed.
wmiﬂh equivalent to the
mmmrmuuml
mﬂmm
BCOTIITA wiich meets e needs of
“ developmini
the ability of future generations 1o meet their
o meeds.
real increase in the sconomy’s ability 1o produce
goods and services in onder to meet (he com-
munity’'s meeds and wanis
reductions in units costs of production as ourpu
Incresaes. Sommetimes referred o s sconomibis of
large scale producthon,
economies achieved by the joint of
e e et e
exwted by comibining two or more product lines.
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elwctres marginal

o ot
affuctive rome of
wriwrprisg borgeaining
aquity nancing

auport Culturs
Facal paiiy

Rookng exchonge roe

Foreign dsbt for
aquity twop

Gamaut repont

GLOSSARY

the amont that i lost in increesed woes and re-
duced benefits if an extra doller of income s
e

the amouni of assistance provided to an indusiry
expressed a8 a percentage of the tolal value
aidded by the indusiry’s activity,

negotiation of wages and working conditions
between employees and employers within
individual enterprises.

capital raising through the sale of units of
ownership in assets e g capitsl raised through &
mew share lssue floated on the Stock Exchange
sociceconomic framework geared o inter-
national trade,

way in which the federal government can vary
the level and composition of taxsvion and
government spending to influence sconomic
activity, The lederal budgei can be used 1o
influence resource aliocation, income dis-
tribution and stabilisation of economic activity.

ihe exchange rate s determined by the free
interplay of market forces In the foreign
enchange mariet

reciend rend in Australis’s capital scrount where-
by foreign borrowings have replaced foreign
investment a3 a major means of financing the
currenit acoounit diefici

internationsl exchange of goods and services
without the distorting effects of protection
imposed by governments.

paper reieased in October 1968 by Professor Ross
Carnaut, entitled ‘Ausiralia and ithe Morih Easi
Aslan Ascendancy’. The repori called for the
wlimination of all proiection by the year 2000

the iotal market value of all goods and services
produced in a country in s period, usaally
& year, Gross domestic 'F$i.h‘ﬂ'hl
e 0F & eountry’s national income.

pakd bry the federal government o the states s re-
krrdbursernend for koss of revenue fromm direct and
Irdirect tan revesues.



GLOSSARY

oprn enchange of informathon.  Term waa coined
after 1985 Corbachev pericd in the USSR to
describa moves 1o openness of discussion of
idnas for reiorm of Soviet politicsl and sconomic
libe

percentage of real househokd disposable income
vl

Fovernment microsconomic policy that inchades
general industries asslstance programs like
protection policy, specific industry plans (e.g, car
plan), targeted sssistance measures like
assintance schemes and deregulation and
privatisation programs.

refers 1o the general rate of Increase in the

general level of prices accompanied by a fall in
e valuie of omey.

Hued capltal items in the privaie and public
mﬂi-rﬂlnﬂhumﬂﬂwum
rnd.u.hﬂ.-ﬂmpnﬂq

process. whereby entrepreneurs introduce furw
products onto the market or new methods into
the production process

cost and non cost sdvantages enjoyed by local
firma over Hﬂhmvﬁn‘;’h'lnd
iivlerndthonal

trade that takes plice between Firms in an
indusiry that are not necessarily based in one
rouniry o trede between miltinational
companies and their subsidiaries located
offshore.

refers to the creation of real capital goods by

private and public sector enterprises.

» measure of the contribution of labour inputs to

witad output over a given period of tme.

from the French meaning Urerally Teave alone of

make do’ in reference 10 the government not

inierlering with ouirked forces responiible for the
consumption and distribution of

goods and services.

a situation where competitive advantages and



merkat compeince

GLOSSARY

disadvantages bestowed on private or public
enterprises are remowed g protection of some
Australian manufscturing firms wersus
unprotected manuisciuring fnms.

& sysiem of resource allocation based on buyers
and sellers interacting to determine market

clearing prices and quantities

morket envirpnmeniolivm the use of market mechanksms such as propery

monesory policy

rights and the price mechanism to solve en-
vironmeriial problems such as polbathon and over
s o non peneewable resouTCEs.

eligibility for welfare payments determined by
relative income levels of applicants.

policies o improve the efficlency and
productivity of various industry sectors by
removing to resource allocation
and restoring incentivies lor economic agenia
inflationary problemn created i the (he LISSE and
Eastern European command sconomies through
the excessive printing of money to fund govern-
ment enterprises when losses are incurred.

by the Heserve Bank of Australia

irmplermunied
with the tntention of influsncing the availability
amad oot of creddit In the econarmy.

monopolishic competition mariet structune charscterised by 8 large number

monapoly

natural monapoly

el

of sellers, casy entry and a differentiated produc
where sich seller has some degree of control
OWET pricE OF ot

market structure charscterised by one seller of a
good or service. Hatry inio the market is
severely restricted and the monopoly Frm has
the power to control either price or cutput.
market structure in which there Is only one
buyer. Marketing boards of primary produce are
ustaal evarnphes of Eondopaones.

market structure in which one firm with an
aptimal scale of plant is able o supply the entire
market. Public utilities in the waler, gas and
electricity indusiries are common examples.
However contestability theory suggests thar these
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partact compatiian

Phillips cure

oty irog
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GLOSSARY

debt minus debt
o

alite members of the communist party in
comumand economies in receipt of privileges not
availablbe o others.

the real rate of interest plus the expecied
inflatorn rabe.

Organisation for Economic Cooperation and
Dewelopment formed in 1961 o fosler economic
growth and development in member couniTies.

market sructure characterised by o fiew sellers,
restricted entry and & differentiated product.
Digopolies are also charicterised by the
interdependence of rival firms and the
unceriainty of action by rival frma

term uked b0 refer t0 the soonomic restructuring
taking place in the USSR during the Corbachev
ETA,

rrarket siructure which is a theoretical

empirical relationship showtng combinations of
inNation and unemployment over me in an
eCOROTTY.

situation arising from disincentives of welfare
reclprients to efiter the paid workionoe becamse of
high effective marginal tax rates. In other words,
potential loss of welfare benefits may J lsswade
wieliare recipients from working and hence they
rerrain on welfare indefinitely.

actiom waken 1o sell off part or all of & public asset
b0 the privale secior. It can also iake the form of
competitive by the private sector for
the right o provide public services or
comiracting oul of services previously provided
by the pubdic sector.

those In command economies in receipt of
privileges doe 10 their position or suthority not
available to ondinary members of society.

minimisation of the cost of & given level of output,

m
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GLOSSARY

individual claima on resowrces of assets (hrough
legal ownership or paytment of s contract price.
any artificial advantage bestowed by a gov-
ermnment on a local industry which s designed 1o
give that industry an advamiage over foreign
coerpetition e g tarifbs, subwidbes, quotas eic

thve boatald wolume of s sought by all government
and semi government bodics from (inanclal
markets in one year. It is & meascre of the total
annual borrowing needs of the public sector as
whasle

economnic policies pursued by successive Keagan
administrations in ihe USA (1580- 15880 fsaturing
control of inflation, wx cots and deregulation of
markets in order 0 boost economic growth and
employment

the memminal invterest rare minus the expected rate
of imilatiomn.

& downswing in the busiress cycle characuersed
by negative economic growih in two or more
CORSECLITIVE (uansm

an upswing in the businesa cycle characterined
by rising business and consumer expectationg
and employment and investmen opponunities
simple econometric technigue for testing of an

extent to which particular markets are dom-
inated by the largest firms operaiing in that
market.

an economic system based on the collective
orwrership of the means of production. A central
planning authority sssurres the responaibility for
resource allocation, production and ncome
histribwation.



GLOSSARY

ipecihc putpome poynenk payments 10 the states from the lederal gaven-

saructyral effsciency
principhe

suik ook

ment which ire tled to a partlcular ares of

eipirnditune, ef. capital works.
introduced a3 a wage fixing under the
Mark [V Accond agressment in 1 Wage rises
e hh:!- -t:i rationallsation of awards,
and broadbanding of work activities
# process fostered by govermment policy
-lhhnm to aler the structure of the
Australlan sconomy and make it mone efficient,
productive and internationally competitive,
costs hourred in setting up a business that are
not recoversble U the firm lasves the Industry.

susiningble development economic development which takes into scrount

he i
permi of wrode

the Frices and
Incomes Accond

roded gocds secior

urmemployment

unifverd nohoral wyem

Uruguay Rownd

FCoMomIcE * 91

ihe renewal of resources and ihe needs of furure
FEmeTations.

a tax imposed on certaln imporied goods. eg.
cusdoms dutbes on inporied cars and trucks

B a ratio of a coumtry’s expont price iIndex o it
import price index expressed an a percentage.

& consensua] mcomes policy established between
the federal Labor government and the ACTU
after the MNatonal Boonomic Summit Conference
in April 1983

that secior of the economy producing goods and

services in with foreign producer.
The iraded sectin includes the expon amd
impost compeiing seciors of the economy

reders to that part of the workfore not actually in
full thme or pan time employment.  Unemploy-
ment is usually expressed as a percentage of the

mplemenind in 1957 by the fedimal government
a5 & means of amalgamating higher education
bnstibutions.

comnmenced in 1986 as the eighth round of GATT
talks since 1947. Most notable among the 15
negotiating groups were those focusaing on
services, trade relsted Intellectual property

righta, sgricultine and trade relabed bivestinent
ERPRALLIES.



woduntory workploce

wogs tax rodech

woges policy

GLOSSARY

thegoilated CulCTTes betwinen employees and em.
ployers in the absence of a thind much as the
Industrial Relations C or stabe
inchuntrial irfecials.

siruathom where wage incroases are moderated in
return for tax cuts. This policy was used in
negutiating the Aocond Mark TV and V1

federal government inktatives o contral wage
inflation and restore productivity levels
primarily by using the Accord mechanism
imvolving the ACTU.

federal and state government cash payments and
benefits in kind 1o low income sarmners, the aged,
unemployed, the sich and disabled members of
society. Mobe also that wellare is abso provided
o the needy by many privately operated welfare
organisations and charities.
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Crver 500 secondary schools and colleges already subscribe to The
Econamics Education Review, a quality 8-page economics newsletber
published by the Economics Educstion Resvurce Centre for (eachers,
tibrarians and siudents. |t offers up-to-date information on the Australian
eronomy with & bi-monthly coverage of the important developments in
eeomomie theory and policy
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Features of The Ecommucs Eduration e inchads

v articles per baur by lesding sconombsis;

eestions for seudents at the e of sach article;

Westpac forecasts on key economic indicators;

news on EERC professional developmment activities.

Top quality arviches have been commmissionsd for 19592 and teachers may
order class sets of The Economsies Educahion Review or subscribe on behali of
thelr department or school library.

Available fromy The Bconomios Education Resoune Centre
PO Box 92 5t Leonards NSW 2065,
Ph (020 438 4377 » Fax (02439 7310
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