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EDITORIAL NOTE

This i the fourth book in a series which records the proceedings of the
Natiomal Feonomics Teachers' Conference organisad by the Economics Bdu-
cation Resource Centre (EERC). Ecomomics " was hekd at Shell Houwse in
Meibourne over July Sth and fith 1994,

Ten papers were presented 1o the conference by economists and educa -
tors under the theme of “Creating Jobs by Investing in Growth’. The
conference theme sddresed the issue of Australia’s prospects for higher
econamic growth in the medium term and the likelihood of 8 permanent fall
in unetployment. eapocially long lerm unemplovment. Of equal impor-
tance was & disnasion of the policies needed to encoumage private secior
mnwlmmum.nd

| am indebied W all of the speakers who gave permission for their

i be published and for their co-operation in dealing with matten of
CORSiSenCY 0 atyle and presentation. Indesd one of the difficuities in
a st of conferemce papers is the degree of consitency that has 1o be ach ey od
The quality of the content and analysis contained m the papers presented in
Economeics "M Comfrremer Proceedings is a reflection of the authors’ attention
tordetall and expertise in their chosen Aekd. The book is a vahuable resouarce
For beachers and students of sconombcs st the secomdary level. Librarians will
also find it a valuable reference for the school Beary.

I'wish 1o thank Heather Clements kor her creative and technical exper-
tise in preparing the manuscript so quickly for publicaton and Helen Collins
and Andnew Norton for their assistance with prood resding and editing My
thanks must also be extended to Betty Ernst and the staff at Shell House jor
their heip with conference organisation. | would also like 1o thank the
toachers and resource evhibitirs who sttended the conference and comtrib-
uted to its ultimate wroea. Such commbtment to professional developmen:
Is Landabie and hopedully thesr students will be the ultimate beneficlaries of
comnderence information on the latess trends in the Australiaon and wrerd
ECOROMies.

Finally | would like to acknowledge the Australian Stock Exchange
Lirnilbed as the major conference sponsor and the Australian Bankers’ Asso-
clation (ABA) as confenmnece sponsor. My thanks must also go to Christine
Reid and Sur Corcoran from the ABA for their assistance with conference
reglsiraiion and organkation. The EERC ks also indebwed 1o The Sheli
Company of Australla Limited for supporting Economics 4 by making
their Melbourne theatretie available for the conference

Tien Riley
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INTRODUCTION
TIM RILEY

The Australian economyy emerged from recession in the second half of 1991,
bust the recovery wis initally very wesk, siow and restricted to the house-
hold and housing sectors. 1| was termaed the ‘jobless recovery” because even
thensgh real GIN was rising, smployment growth was negligible, and unem-
ployment remained at unacceptably high levels Recovery arengthened n
199394, bugt there was no discernibie fall in unempiloyment, and asiness
investment continued to be weak However, the strong growth reconded in
1994 Jod the government (o forecast in it May 1994 budget growth of 4.5 per
cont for 199495 largely driven by a pick up in private business tnvestment
of 14.5 per cent

A sustainable recovery where strong ecanomic growth leads o job
creation amd treestrnent spending (without high inflation and external debn]
wiss sncapsulated in the Bconomics "B Conference theme of ‘Creating Jobs
by lnvesting ln Growth'. Fach of the bon conlefence papers addresssd
particular imsues rasied by the confermmos theme in the contrt of providing
a professional update for the teachers who attended Economics 54, Day one
of the conference vsplored aspects of “Amtralia's Recen! Crowth and

Performance”

Professor David Peninglon in opening the conference disusaes the
link between ectucation and econamic performance  He argues that recent
government education pobicy has stressed ncrvasing participation in educe-
tion rather than an tmprovement in the quality of education. The high
retention rates af the secondary bevel and increasing numbers of university
Eracduates do not necessarily lead to better economic performance. Indeed,
Professor Peningion questions the supposed link betwven sducation, pro-
ductivity snd rarnings which underlies much human capital theory.

His view of education stresses the need 1o equip people with a sound
general education (emphasising leracy, numerscy and scientific konowl-
edgel 45 a mweans of adapting 0 technological change and in fosbering
innovation, expecially amongst young people. Over emphanks on the devel-
aprint of vocational shills and key competrnoies may not necesanly lead o
amore Nexible work force capabie of undenaking gresier levels of ressarch
and development in the quest for an improvement in the perinfmance of the
Australian economy, Rather, teaching people hirw 10 leam and adapt o
change is the key 10 improving ecomomic performance.

Faml MecCarthy of the Australian Bumau of Statisthes (ABS) explains
how the Australtan nathonal accounts measare econmmic growth, using the
expenditare, incomes recetved and value added methods and he distin:
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guishes between GOF (A, GOP (B, CDP (P and GOF (D) a8 measures of
prowth. The comprehensive compilation of econormic statistics in Austrulia
allows international comparisons to be made quite raadily and for research-
e o analyne historical trends or forecast futuee irenada. Thme series data in
prosenind for example on the relationship between changes in economic
growth, investment and employment in Australia for the period 19741954

Keeping pace with changes in the domestic economy and international
tmends is also o challenge for statsticians and the development of “stellite
Btomts” o augthent the dats n the national scoomands (s.a recenit innovation.
Paul devotes sorme detail o current ssases in national scoounting such a the
mgsremnart of ufpaid work by households and sccounting for the value of
envinmmental smenites.

Alan Outer, the chief economist of the MNational Austrafia Bank, under-
takes the tash of analysing the Australian economy’s recent growith perform-
ance and compares the Mational's forecass with those in the povernments
195 budpet papers. Whilss growith prospects have lmproved, there i yel
o bea recovery in private business. ivvesteent although ca pacity ubilisation
lerveln and business confidence are high. Esther business i utilising capital
mare effickently or is yet 10 be convinosd of the permanence of the recovery
0 COREET

in the policy ares, & rise in interest rates is Hioly W prevent any rise in
inflatiomary ewpectationn and further fiscal susterity will be necessary
achivve the budget deficil reduction target of one per cent of GDP by 1996-97.
Together with responaihle macroeconomic policies, the government munse
push ahead with more microeconomic reform o make the Australian
econemy maore effichent, flexible, dynamic and internationatly competitive
Onharwise, we rak & retum 1o the low growth /high inflation scenarko of the
1980 whwre boom 10 bust cycles enacted & high cost in terms of job kosses.

Trerudn in the Australion labour market is a theme analysed in some
detail by Frofessor Judith Sloan and Assoclate Professor Mark Wooden
fremm the MNational Institute of Labour Stusdies a1 Flindens Lintversity. Unem-
phoyment levels and long term unemployment in particular have remadmed
high in OBECD countries in the late 15808 and persisted into the 1990a. Data
in abio presented for international comparison of economic growth, employ-
mend growth, unemployment rates, unit Lboue costs, nflation rates and
curtent acoouni balances i the OECD arsa.

Swructural changes have occurred in the Australian labour market
according o octupations, industries, blue and white collar employment. full
titne and part time empioyment, actoss age groups and between males and
ferrales. These changes are found in the varins ables presented in the

l:h analysis of unemployment s inleresting because il suggests o
partern in the 1990 recession that i quite diflerent 1o the one that emerged in
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the 1983 recession. A comparison of the profile of the unemployed in 196
and in 1993 is highlighted. Recovery in 1991 was much wesker than in 1953
and unemployment much slower 10 fall. The prospects for employment
growih s varied throughout the OBCD because of the lack of synchronisa-
tiom in the International cycle.

Ausiralian labour market efficiency will aleo be influenced heavily by
ihe effects of the new Industrial Relations Beform Act (IREA) 1993, which
sets out gubdelines for the formulation of ‘enterprise Aevibility agreements’
and ‘oertified agresments’ and other matters such s secondary hoycotts,
safety net provisions and the ‘no disadvanisge test'  How will these guicde-
lines affect the functioning of the labour market™ Does the [REA Rerther
efitrench trade union power? What effect will lis ather imporiant prov isions
have on the robe of the Induserial Relations Commission (TRCH and the bouwr
murket” These are questions which the authors discuss in sotne detail as they

enplain the mesning of the new legslation and its mmplcatioss lor smployers
and employess.

Any bmproverment in Australia’s mednem erm economic periirance
st rest on our ability b fereass nanonal savings. Ales Frine discusses the
eifects of transaction costs on saving and investment decisions o share
trading An analysts of brokerage fees. bid /ash spreads and stamp dury (s
the main iransaction costs) is undenaken using empirical evidence. The
comclusion reached is that the abalition of stamp duty in countries libe New
Zealand, Finland, Sweden and Singapore has increased the tamover of sharne
trading and the incentives for potential savers and investon o participate
mare activiely in the process of equity financing. A similar policy insriative in
Australis could assist in boosting the bevels of national saving snd invest-
ment and encourage forrign portfolio investment, It would also bring
Australia into line with the USA which has never placed 1aass on securities
Lr AT fis

Dy two of the confenmes fearurmd the theme of “Tolicles Promoting
Sustainable and Equitable Growth®, with five presentations ranging from
seaching methodology to 8 discussion of the mos recent trends in isocome
distribution.  Anits Forsyth and Judith McKenle-jester (uning some of
Edward de Bono's work on how o develop thinking skills) explore the
theory behind the construction of concrpt maps with studeni, indicaiing the
sdvantages and pitfalls of their use in the clasarovn bo develop higher order
thinking skills Applying thisapproach ioan article on ‘sustamablbe divdop-
tment” enables students 10 identily concepes from ‘object’ and “event’ wornds
as distinct from Hnking” wonds

Additional strategies to cultivate thinking tn the sconomics classroom
are the use of “fat’ and ‘skinny’ questions which are cognitive organisers in
teuching studenis the difference between lower order and higher order
cognitive thinking skills Fortune lines can be used to help economics

TS ™



srudents i understand and analyse graphical information and the
of *prediction-ohesrvarion-ecplanation” (POE) helps students o track’ the
economy by trving to forecast trends in key indicators like the level of
unemployment and private Business mvestawnt

A case study of Australia’s langest resource investent project, the
North West Shalll Cas Project s presented by Alf DrSouss brom Shell. He
explains the criteria used by companies in evaluating the viability of inves-
ment projects and the size, load time and enormous commercial and technl-
cal msks assoclated with the Morth West Shelf Gas Project.  Natursl gas
acrounts ko I3 per cent of the world”s primary energy supply. behind odl smd
s Liquefied narural gas (LNC) has become @ major export earner for
Auntralis and will earn about $2b in revenue & vear after 1995, even at the

deprmsed prices prevaleni in 1993
ORAN| strmulstions frveal some interesting efiec of the North West

Exports, Unpors & laalken reveniar) and the gross state product of Western
Australia. The management of risk and uncertainty by the joint venture
partneTs is also @ majpor consideration in a project where 15 years have
elapasrd berworn the discovery of gas in the North West Shelf and the firs
dellvery of gas 1o Japan in 1991,

Whilsl Japan contimes to be Australia’s major trading panner, the
dynamic Asian Tigers Singapore, Taiwan, South Kores and Hong Kong),
China and nther countrie in south eant and north east Asia are becoming
incressingly important markets for Australian resource, manudactured and
service rxports  Paul O Callaghan (Australian Trade Cormmission) share
his views an the challenges that face Australia in bis drive to tnvest in trade
with Asia. Diespibe the sucoess in establishing APBC (Asia Pacific Beomomic
Co-operation], he arguses that the antiudinal changes in Austratians {(espe-
clally in young people) nesded to conduct saoessful business in Asla are st
not ;
Regional trade b being freed up through the APBC and ASEAN (Asso-
clation of South Bast Asian Nathona! forurma, but Australian business muss
locale ‘on the ground” in Asia to exploit the tride and tnvestment opportund-
s (bl AT ETETRANE.

Many developing countries place a higher priority on enonommic growth
and development than on preserving the environment. The opposite is trus
of many developed countries which have the resources avallable to allocate
far the preservation of environmental amensties. Visiting Associate Profes-
sor Curt Andersan (University of Minnesota) argues that economnic develop
rment can be reconciled with the environment i markets are allowed to place
a realistic value on the ose of environmental goods and services through
remowal of government distortions on prices. Using a production possibili-
ties model, he demonstraes that it is possible for a sockety in increase botk

. OO ™



ecomomnic growth and environmental quality. This will cocus if resources are
properly managed and (he costs of the choices we face are fully reflected in
the prices paid for the use of those resources.

Pt how are the benefits of economic growth to by dhared amongst
society as a8 whole! This question ks discussed by the Deputy Director of the
instirute of Applied Boonomic and Social Resesrch (University of Mel-
bournel, David Johnson, who explores the various ways in which inequality
i b easured. Caleulation of Gini cosfficients for gross inoome shares in
Auntralia over 1989-590 revenls growing thequality in the distribution of
income However, calculstion of inequality measures using sguivalent afier
iax real income shares indicates a fall in inequality between 198586 mnd
[l

The final section of David's paper discusses estimates of sconomic and
social welfare periormance in Australia from 1961 -82 to 1968590, and struc
tueral changes in the economy and changes in social welfare policy lkely o
affect distribution tn the futare. This ressarch is interesting as it attempts (o
recone|le economic efficlency with socil equity i the contest of an econonmy
undergoing structural reform and an mcreasing bevel of internationalisation.

Ecommmics "M Conference Procesdings is an interenting, relevant and
useful collection of readings on the tssues of education, sconomic growth,
empioyment and unempioyment, investment, trade, the enviranment and
the distribution of income. Whilst it focuses on “Creating Jobs by Investing
in Growth', the book also contains some challenging waching stratrgies o
encourage critical thinking by students about econotnic bates. | hope that
those who use the material contained herein will gain a derper understand-
ing of some of the most recent developments i the Australian economy and
the need fur ongoing sconomic reform to redice the level of unemployment,
especially long term unemployment. Only high and sustainable rates of
ectminmic growth driven by productive business investmnent will besd 0 a

permanent rise in full time empioyment and a fall in unemployment.



THE IMPORTANCE OF EDUCATION TO
ECONOMIC PERFORMANCE

PROFESSOR DAVID PENINGTON

VICE CHANCELLOR
THE UNIVERSITY OF MELBOURNE

Daovid Penington i Vice O hancellor of the Uiniver ity of Mefowne  He hod
posigraduate medecal axpersnce in England and Americo bakors retumng to
Ausirala o oke up o positon with the Unkenity of Malbourne's Foculty of
Madicina Ha loter become Prolessor and than Deon of the Faculy  Profeuss
Peningson has besn imvohed in and chowman of numeiow community, medical
O o.Mk b o £ ADS Tk e o b i
govermmants, inchuding Chairman of the AI0%5

Higher Echcalion Industrial Educofion Anociation. He was o member of the
Vidorion Trode ond lvesimert Boord ond the Board of the Councl lor
Internationol Business Aflgirs. He is o nonesscutive Ditector of Pacthe Dunlop.



THE IMPORTANCE OF EDUCATION TO
ECONOMIC PERFORMANCE

DAVID PENINGTON

ducation is an end in itsell for the individual  Acoessing the thoughs of

others and bearning to explore ideas lacilitates personal growih, social
and cultural development, and & greater understanding of the world in
which we find ourselves. Thess are essential aspects of education, which
need 10 be developed for society's good.

Weneed 1odevelop in prople a capacity to make perceptive judgements
aboul the imponant ssues wie fce. Teaching about economics kn a way that
hetps young people understand sockety better must be of graat value We
need fuhure leaders who have the capacity 50 undersiand sconomic issues,
reganiles of which course thry choose, who have explored kieas relating o
sconomic devebopment, and have studied albernative ways of managing
econombes.  Society Is made up of people, bul people must intersct in an
eronomi smse Linkess these issues are understood, effective development
ol iy cannot be safeguandod.

Teaching yming people 1o think independently, o investigate and
research ideas, and to test the veracity of clalms i important for the develop-
ment of sockety. The contribution of education w0 social development is
difficult wquantify. However, it is clear that education is widely sssumed o
provide sconomic benefits to both the individual and society.

The kkenomi Value of Education
The relationship between aducation and sconomar performance is a kopic
that has attracted much attention in the second hali of this century. It is
judged that investmeni in sducation increases the productivity and eco-
nomic success of 4 natlon. This is perhaps the main roason why societies
arourd the world have funded post-oompulsory sducstion.

Unforunately, some have adopted & simplistic spproach o the rela-
tinnahip between education and economic growth. In recent years in Aus-
tralia, there has been a lendency to assume that there s a directly propor-
Honal relationahip betwoen the mumber of people graduating from univers-
tes and the economic growth of a country. This has been partly driven by
palitical and social pressoes.

W have seen & massive increase in the mumber of people panmicipating
in the Australian poss-compulsory sducation systern. Year 12 revention rates

| [ e v



IMPOETARCE OF EDUCATION TO ECOMNDMIC PERFORMANCT

have increased from 36 per cent in 1962 to 77 per cont in 1982 The nutnber
in higher education has increased by nearty 70 per cont since 19680 and 16 new
universities have been created asas result of the abolition of the binary system
In 1987, The Austratian Bureau of Statistics cites the number of Australians
now holding & higher education qualification & more than four times the
mumbser it was in 1971,
o an OECD report released Last year, Eduodios in OECD
Cowntrien, Australis runks fourth in the percentage of the population who are
university graduates. The countries ahead of us are, in onder, Canada,
Norway, and the USA. It is difficult 1o produce comparative data between
countries that have different education systems. Austrafia inchudes two year
commznity education courses in our TAFE system.  If we included such
Programs in our university systemn, it apprans we would rank evin higher tn
et of the percentage of university graduated
Despite our extracndinarily high investment in higher sducation, and
our woalth of natural resources, Australia’s econamic perfofMance is poor
compared with most other OBCD countries. [n 1990, Austraiis wias rankid
equal seventeenth out of twenty OECD countries scoordng to GO per
i
It s time tos ressess our approach 1o eduation. Our obsession with the
number participating in edocation needs to be replaced with a commitment

to the quality and appropriateness of the education provided

Human Copital Theory
The expansion of the Australian education systern was partly based on a
sisnplistic representation of human capital theory. The idea that people have
economic value dates back to the sarfiest civilissthons. Adam Smith sharp-
ened this concept. He comtendad that there were four aspects to the capital
of asockety: 1ooks and machimnery. boikdings used o create wealth, mproved
land, and the acquired and useful abilsties of all te mhalbritants or member
of the society. The scquisition of such talents, by the mamtenance of the
scquirer during his echucation, study or apprenticeship, always costs a real
expenae, which is a capital foord and realised, as it were, in his person.’ !
The modern version of human capital theory was developed in the
1950m and 1908 by ecomomists such ss Schulte. Becker and Dentson. The
stmiplistic vurw of this theory, which appears o have had wide cradibility in
Australia, draws on the chservation thai beter educaind people in the
comenunity, particularly those with untversity degrees. snd up with higher
incomes. B i presumed that an incresss in the mumber of university

U Baire Eanrd ol Ausraba [V99, dssiizs 2010 Crecting M Futee Susesia, 5 2
J h*ﬁ..’.ll'ﬂﬂ;“ﬂuhu_,:ﬁm
Pugna, felabonene, p 37 - 11
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graduates will, therefore, increase productivity and the economic well-being
of the natlon.

It Is important to recognise the limits of human cipital theory. Leo
baglen, from the Centre for the Boonomics of Bducation at Monaah Univer-
sity, in an isdensive review, notes that when more and more human capital
was being pumped into the LS, system in the 1970, productivity growth
fell. A better educated work foree should have made i dse. The same i trae
of & number of other countries.

Humnan capital theory assumes & link between education and prodioc-
tivity and between productivity and earnings. Leo Maglen points out that
the first ink i virnally impossible o verify. Most micro-studies, comparing
the productivity of workers within occupations, show differences betwoen
those with some education and those with none. However, as many workers
are averqualified, ssch studies do not indicate the critical level of education
reqpuiresd for & particular cocupation. Intef-tountry machs compaTisons are
very limited and there i no observable patbern of relationships between
educational expansion and economic growth

Maglen conclhsdes:

Even the most promising evidence of links between education and
productivity calls for different policy responaes from those usaally

prescribed by the orthodoxy. ... productivity gains assoctated with
education aré not &0 much o do with the amount of education

people undertake prior o entering the work force as with, on the one

hand, the quatity of the grounding they receive in mathematics,

science and languages, and on the other, the extent and

ness of the on-the-job iraining they subsequently are glven®

It is assumed there 15 a link between productivity and earndngs. Again,
this is hard to verify. There is a link between education and earnings.
Hewever the écomomic benefits of having higher degree qualifications ane
diminishing as more attain these qualifications.

The expansion of higher education in the late 19808 fitted with the Labor
povernment’s agenda of promoting equity and soclal reform.  With many
wanting to enter higher education, expansion of the sysem had political
appeal [nterestingly, Leo Maglen's research shows that the distribution of
earnings between 1968-9 and 1985-6 was not affected by the expansion of the
education system. One view is that the economic valie (o the indivicual of
higher education qualifications lies in their scarcity, and therefore status, as
opposed 1o the increased productivity or capacity of the person,

Oneof the products of the supansion of the higher education systerm has
been credentiallsm.  The Australian National Audit Office released a paper

" Mogen, L B {1990, Thalengiag the Husan Copiel Crodany The Educmon Prosuctmly
Lk Deguomingd, The Fooncne decoed, p 797

4 FOOMALY M



WAPCRTARCE OF ECLCATION TO BRI PERFOIMARNCE

in NMovember last year which found that mow of the growth in higher
educathon enrntments had been hen up by an increassd rumber underak:
ing postgraduate study. Although there was an incraase in the number of
places in 1991 and 1992, the proportion of places for school keavers actually
dectined. As well asan incresse in the mumber pumsuing postgraduate study,
maore people are undenaking second degrees.

Prodessor Peter Karmel, o former Vice-Chancellor of the Australian
Mational Liniversity, notes

M is clear enough that the expansion of student mumbers (in higher

mnlhp—hmmhﬂ.unﬂm.mh

remult of a lengthening of the average period spent in higher educs-
tiom rather than an expansion of scress*

In the last six years, the total number of higher degree students tn
Australla has more than doubled. In the employiment market, prople with
degroe qualificstions are doing jobs that do not peed these qualifications.
Pusther, there are an increasing rumber of unemployed gradusies. The
Department of Employment, Education and Training (DEET) figures show
that between 19687 and 1900, full-time employmend mies jor gradustes fell
fromn 88 per cemi to 70 per cent. The struation in Victoria and South Australia
im particularty bad *

Rothinking the Relationship Berween Education

and kkenomic Growth

It s time that we re-thought the relationship between sducation and prxduoc:
tiwity . It |8 not as stmple as some woulkd have us believe.

In the 19808 Paul Romer, an influential American ecomamist, broke
away from traditonal neo-classacal explanations of sconomic development
Rejecting Schismpeter's vir' (hat economis growih is primarity the resalt of
entrepreneurial activithes and capilal investment, he argued tha growih
results from the rapid spread of technology scross the sconorrry . 1f this is the
mdmmnwm&hmhmww

ping people o deal with changing technology and culfures, producing
prople capable of developing new ideas and echnology.

Equipping People to Adapt to Changing Technalogy

Bduration must equip people 1o adapt to change  Durnng his recent visit i
Melhourme the former Prime Minister of Singapore, Lee Kuan Yew, wid of

the greater efficiency of Japanese workers using highly automated equip-
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ment commpared with American workers using identical equipment.  The
differsnce resulied from the lact that when the equipment needed repro-
gramming, the japanese workers had sufficient understanding of mathmat-
s to reprogram the aquipment therreeives. The American workers, on the
other hand, lost mauch time whim things nesde] adjstment because they
had o call in experts 1o do the reprogramming as their grasp of mai hematics
was insufficient 10 cope with the wchaicallties.

To enmure that the workiore is able 10 cope with echnoiogical changes
wr need 10 be cermin that those gradusting from school have & sound
grourding in mumerscy and |ieracy and a basic knowledge of schence. This
viirw b particularly important for those completing vocational training. This
concurs with Leo Maglen's findings that we nesd 1o improve the basic
education received at the primary and secondary level

There is a lack of data on the achievemnent levels of school children
because teacher unions have resisted any form of lesting. What evidence
there is. however, suggests that general sandants need tobe improved. Las
year's Literacy Repon by a federal Parbamentary Committee claimed that 13

per cont of young people coming out of privaary school could nol resd or
wrile

acdeguately.
A 1968 Victorian study conducted by the Ausiralian Council for Educa-
tional Ressarch (ACER) jound that anly 77 per comt of Year § students
reached the munimum resding competency recuired in adult society and that
a satntically significant decline in the spelling ability of 10 year okds had
occurred from 1980 0 19686° The 1988 ACER smudy defined the minimum
leved of mathematics requined as the ability 1 carry out everyday mathemati-
cal applications like calculating change from whole doilars. Only 52 per cent
of Year 5 students in the stody operated above the minimum level of
competende, this rome b %4 per cent for Year 9 studenis. Sivieen per
cent of Year 5 students did not understand the concept of a quarter, as
compared to only 9 per cent in 1950 Abmost 30 per cent of Year @ students
could not cakculate the simple interest an $900 dollars at 10 per cent per
annum. ln 1980, only twenty per cent of students could not answer the same
question

As well a8 improving school sandands, there s a need 0 revitalise
vocational educstion and training In the recent pasl, insufficient sttention
has been given o this sector in Australia, aithough this is now changing.
Unformunately, the competency based approach has dominated recent re-
forme of vocational training. This movernent is inevitably taylons), despite
claizne b0 the contrary, as it seels todedine spociiic skills required for o job and
o teach these skills. If young people are 10 cope with ever changing

" Mo, U, of i, 19958 Msracy s Sumaroy i Vigoris Schecl | 988, Austubinn
Comonril hot Dibisttinss Rasimrih [ALER] Memograph bis 14, 8000 U, Yetsia
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BAPORTAMNCE OF EDUICATION TO ECONOMIC FERFORMANCE

technaology they must receive s broad education, not 8 narmew focus on skills
required sl the present time. Students in Germany's vocational education
and training system, called the dual syssem, are sught indusiry sidlls in
special ‘iraining flrme” and concurrently receive a general aducation in
vocational education institutions. Japanase firms recrait school leavers and
provide & quality sducation at the same time as teaching skills required.
Vocational training that does not provide s general sducation hase will
inevitably be seen by young peophe as a second rate option. If we ane to have
a competitive workforce, Australia needs 10 re-think the direction of voca-
tional education and tralning

Developing People Whe Can Be Innovative and
Generate Hew Technology

Bducation must ensure that the st able snadenis are encouraged 10 de-
vielop ko thelr uimesd potential so that they are sble io move with the cuiting
edpe of knowiedpe Those with the povential o conducy ressarch and be
innovative must be given opporunites o develop, The de-taylorised
workplaces of Japan and Cermany provide opportunities for innovation af
all leveis.

If Austrabia is o compete with sther couniries in erms of developing
technalogy and generating new knowledge, wie must be poepared 1o invest
mare in ressarch and development (RED). On international
Austrilis has o relatively weak mvesiment in R In 1988, Australia spent
1.24 per cent of GIF on K&D, placing us only seventeenth in comparison
with twenty five OECD countries. The major deficiency ks m ewpeneinune by
indusiry. For examphe, busines secior research i Seeden i8Sl fomes
Freater than in Australia®

Strength in RkD requines a commitment 1o preparing lented people
for research careers. Unfortunately, due 1o our preoocupation with 'cutting
dorwn tall poppees”, educationa] achisverment has not been milficientty recog-
st andd encouraged.

Bducation should stimulate young people 1o reach for the helghts
Students rraest beam how 1o learn, 10 esplore new conoepts gnd (o challenge
idess. Society” sdevelopment, including ks economic growib, depends on us
having a future generation able 10 snalyse society and respond creatively.

Economics is a mathematical approach 1o the problems of sockety and
how it functions. | strongly comrmend the discipline as a vehiche bo encourage
logical and analytical thinking about ihe big issues which young peaple will
h-ulﬂaﬂh_uwﬂ-nhﬂﬂrnﬂhﬂl-q
professions and aocupations which touch the world of comnerce.

" Mrgenn, op of, p 15
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CHAPTER 2

MEASURING AUSTRALIA'S ECONOMIC ACTIVITY:
THE NATIONAL ACCOUNTS

PAUL McCARTHY

ASSISTANT STATISTICIAN
MATIOMNAL ACCOUMNTS AND FRICES BRAMCH
AUSTRALIAN BUREALI OF STATISTICS

Paul i Assistan! Siatisficion in the Nolonal Account and Prices
Branch of the Ausirolion Bereou of Skafistics in Conberre  The Matkonal
Accounh ond Prices Beanch hos respomaibility for the quonery and anneol
Austrodion Motional Accounts, the Sale Accounhy, the inpulontput abies, the
Cormumer Price indes and sanous producer prce indassy  Poul has worked
h“mmlﬁﬂ'-ﬂuhmmhlﬁﬂ-ﬂ?h
quaredy consioni price esiumoates of expendibure on GOF which hawe
published since 197 1, although he hai hod several shot breoks when he ho
worked in lobour dokafics. @ on econcmal in the Commanwealih Deparement
i&?ﬂﬁwﬂhhﬂﬂhhﬁwﬂuﬂhm
Bureow of Sithics. He hos mpresenied Austrolio on e Uniled Meatiom'
internafional Comparison Projed, of o Unied MNaotions” ister esgional mesting
o the review of tha yslem of natonol account and ol weral OFCD mestingy
ol natkonal cocounts experts.
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MEASURING AUSTRALIA’S ECONOMIC ACTIVITY:
THE NATIONAL ACCOUNTS

PAUL McCARTHY

Thtlﬂ- of national accounting can be traced back to the seventesnth
cenkury, when gitempts to messure nathonal income began in England
and Frarce, However, the work of Keynes was the most imponant influsnce
in esisblishing the curnént system of national sccounting. His theories re-
garding macrosconnmic relationships, published o the 180, form the basis
of the strocture of cCoREMPOTATY Rabional sccounts.

The need for tniermational organisations 1o be sble o compare the

matona | accoumting i the late 19408 and early 19508 These standands were
first published by the Unied MNations in A Syatem of Nationel Accounts (SNA)
in 1953, This framework became widely adopied by government statistical
services throughout the worid.

Several other important developments in national sccounting in the
1950 amd 196is culmainated in the publication of & fully tevised version of the
SxAR 19E v drow iogether all the various ihresds of sonotmic socount-
ing: estimmates of natomal icome and evpendinsre npot-outpus production
analyais, fnancisl analysis based on “ow-of-funds’; and balance sheets of
national wealth The SNA provided dewdled guidelines on the types of
oot ing lables requined anct what should be shown in easch able w enable
the analysis and comparison of the economic performance of countries using
the Fystem.

in February 1994, & revised SNA (commonly referred to as the “1993
SNAT was ssued. In addition 1w developing and updating the principles
ourtlined in the 1968 SNA, the 1993 version has provided for an expansion in
the scope of national accounsing, Imporant extensions 1o the system include
the deveiopment of so-called ‘saleilite sccounts’ (accounting statements
separate [rom. but consistent with, the system of national acoounts providing
supplrrrentary data which can be ussd i compunction with the dats i thoss
national accounts) Thiy can be used, for exanple, in presenting satbtics on
natural rescurce and environmental accounting and on unpaid househald
Wik
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Australia’s Natonal Accounts

Al present, Australia’s national sccounis comprise national income and
rrpendiiure acounis, input-mutput bk, fow of funds estimates and
ehemenis of the national balance sheets, including estirmates of the value of
the stock of buildings and equipment and financial assets. The Australian
Bureau of Siatistics (ABS} W currently evpanding the mnge of nationsl
balance sheet data o inchude estimates of the value of land, forests, sub-soil
asseis and Hvestock. Thone experimenial estimates are expected 0 be
published later this year.

Description of the system of pational sccounts

I Australia. there 15 8 wide range of economic data available to anyone who
wishes to describe the perlormance of various components of the

owver time. For sampile. data s published regularly on the number of houses
being built, the number of cars produced, whether employment is rising or
falling, the compusition of expons and so on. Whike these and other statistical
series ane imporant in their own night. none of thern in isolaton can provide
s comnpletn pictune of the state of the economy. The sdvantage of the national
acvounts ks that they provide a framework within which data from the wide
variety of sources available can be combined and presentsd 10 describe the
evirall pronomic position of the nation

MNational accounts are designed 1o provide a systematic summary of
matiosial ecomemic activity and have been developed 1o assist in the practical

of econormic theory, Al thelr summary level, the national income
and expenditure socounts reflect the key aconomic fows of the Keynsian
sconomic systemt production, income, consumption ahd saving. At their
more detalled level, they are designed o present o statistical picture of the
structure of the econarmy and the detalled processes that make up domestic
production and its distribution

The central concept in nathonal sccounting B scohtmic prodoction.
Production is the process in which labour, natural resources. capiial assets
and knowledge (the factors of production) are applied 10 produce goods and
STV ICTS.

Theconcept of economic production ks not confined to goods o services
which are bought and sold (Le. those that clenrly have » monetary value). It
also includes goods and services produced but which do not enter the
markel. These may be made available without an explics charge by the
mﬁhﬂzﬂﬂmm non-profil ofgasisations are in-

The aim of the Austrabisn Rational scopunts is 10 oorver e production
of all goods and services which enter the markes. and slso that part of
production which does not enter the market bt for which it is possible o

T T n
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impaste 8 vakue from dosely matching market iransactions
In messuring production, care must be when to avoid double counting

tior example, of goods and services bought by enterprises for use in their
own productive activities), In the national scoounts it is the value sdded in

production which is important. This bs the essence of the concept of gross

domestic product, or GOP. Austratia’s CDP is formally defined as the 1ol

market value of goods and srvices produced in Australia afier

the cos! of goods and services used up in the process of production lmerme-

diate commumprion], tut before deducting consumption of Axed capital (o

drpreciation).

Meaiurement of GDP

There are three ways of measuring CDP

*  The income approach, which measures GOP by summing the incomes.
sccruing from production (wages, salaries and supplements, gross
opetating surplas. and indirect taues bess subsicliss)

*  The expenditure appmach, which involves summing all final expendi-
hares on goods and services (Le. those goods and sarvices which are not
processed any further), adding om the contrilastion of éexports and
daducting the value of imports  Final expendifures consist of final
wmwmmmmmm

are Inclhuded in CGDP because they are part of
mmummlﬂ-ﬂuwu—w

e imports are deducted because, although they are included in final

expenditares (for example, when someons buys an imported video

recorder ls value is included as part of private final consumption
expenditune, they are not part of Australian production

*  The production spproach, which caloulabes GDP by taking the markset
value of goods and services produced by an industry (its gross output)
and deducting the cost of goods and services used up by the industry in
the productive process (intermediste consumpticon), which lsaves the
walue added by the industry Galso called its gross product) CIV s then
obstained by summing the gross product of all industries.

In theary, the three approaches result in dentical estimates of GDP. [n
practice;, because of the need 1o use different data sources for esch method,
the wahae of CIIF obtained from each approach differs. The ABS refers tothe
above three aliernative estimates of GDP as GDMN, GDME) and GDMM
mEpectively. A fourth measure, the simple average of these three and
referred o a8 GIXNAL & the prefermed ssfimate of ecomomic growih o
Ausitralis when expressed in consiant price terms. Constant price Jdata are
published for all four estimates in original, seasomally adjusted and trend
tertm.

13 L
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A major problem encountered in calculating gross product OCCLms
with producers whose output cannaot be ditectly measursd, as in the case of
many government deparnmwnts.  For example, government education
departments are engaged in the production of ‘education’, which does not
have an cutput value in government acoounting systems. In such cases. the
valise sdded is assumed 0 be the sum of the wages and palaries pakd and
any depreciation allowances made on apiial goods used, such as school
buildings.

Examiple of G estimation

The following stmplistic ssample (in Table 1L10 ilusitates the egquive-
lence of the three measures of production, or GDF, &s well as highlighting
the care which must be taken to avold double counting when goods are
bought by producers for further use in their own production. In the
example, the output from each indusiry s the inpui to the neat indusary
in the chain of prodootion

Toble 21  Emample of GOP Estimation
Irduairy tepad Chtpra Wokuw Woaps | Teaa
ol chestd oo ing

miaf
formirg I o M 1) &0
Mohifl gy 1 160 &0 40 0
Baking &0 220 ] 50 10
Rotiling i 30 3 0 0
Tainl R0 300 . 1 B I

In this example. 8 farmer has used some of his stock (whaoat seed) as
imput to generate output (wheat) and o has added value to his input. The
value sdded has been split between the “lacions of production’, Libsoir and
capital, by way of wages and gross opersing surphas (the sum of net
operating serplis and deprociation).

A eriller i furn uses the Earmmer's cutput a5 his bput io produce four
and so sdds vatue to the wheai  Flour from the miller is used by o baker o
produce bresd, thus sdding value o the four (the haker dlso sells & srmall
part of his output directly 1o final consaemerst. Frrally, a grocer buys most of
the baker's output as input and sdds value to it by providing a distribution
service to the final comsnmes = the castomers who buy the bread. Each ttnk
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in the productive chain adds value 1o it inputs and fhe gross produoct is
distributed as imcome to the laciors of production. 1S important o note that
only unduplicated output i being medsared, rot the sam of all cutputs in the
BCURATTY.

The tnbormathon in the sbove example can be used to derive the viite of
production, or COF, by vach of the threr spproaches which have been
dencribed.

= The income spproach usis the sum of tw incomes accrulng From
domestic production o measure COF (Le. wages and gross operating
note that no provision has been specifically shown for depre-
clation |which is & component of gross opersting surplus) or for net

nad bhech o).

GDPF = wages pius grons operating surphus
= 10 & 180 = ¥

= The expendibwre spprosch v messuring COF i 1o sum all final expen-
dingres, plus exports minues impors. Final expendiiune was 10 (300 by
the grocer’ s custormers and 20 direct from the bakar b0 final conseme s,
However the farmer used stock valued at 30 to produce his output, thus
b haed an “increass’ in stocks of mimes 30

CDF = Ffinal consumpthon phas increase (n stocks
= A0 « (A0 = MD

= The productlon appmach defines GO as (he sum of the value added
igross output less intermediate mput) by each industry (in this exam-
ple. 1 eguials 3000

Prasantation of the Australion Nafional Accounts (ANA)

While the above example shows that the three measures of CDP should be
ldentical, they can diffes significant by in practice, especially in the shaort term.
Using moverments in GDPLAY (the aversge of the three) has been shown o
provide o smooiher and more reliable indicator of erming points in the
economy than do changes in any of the individual measures of GDP
Quarterly changes in the constant price trend of GIDIYA) are connidered by
the ABS 10 be the best indicator of shon-term

For national scoounting purposes il |5 necessary 1o talor 8 restricied
wiew of production bocawuse it is not feasible to put & realistic value on the
wihole of sooncmic production in the sense defined above. The aim of the
Australian national sccounts is o cover the production of all goods and
servicoes which legally enter the market. and also that pan of production
wiich does not enter the market but for which it in possible o impuie a value
uning closely related or analogous markel transactions

4 NS W
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As mentioned above, most goods and services provided by general
governmant bodies (as distinct from public enterprises such as shectricity
supply suthorities) are not normally sold but are revertheless regarded as
part of production. In practice, they are valued af cost. Simnilar considens-
tons apply to non-profit institutions — esamples are clibs, trade unions,
chambsrs of commence and chitrches

are made for some goods and services which are not sold
in the market place and which are pot amerable to divect Pessuremmeni.
Impuraiion is confimed to 8 emall nomber of cases where & masonably
st tony Basis for the vabiation of the implled iransaction is available, and
where their exclusion could resull in significant distonions in the acomints.
In the ANA, imputations are made for the following:

= feni of owner-orcupled dwellings

#  income reoeroed in kind (fringe benwelisl:

= valus added by cwner-builders in the constnaction of, or alierations amnd
additicma to, thelr own dwellings

*  poesds and services produced by perms i the coune of thelr normal
pocupaiion and consumed by them are included whene practicable;

= mervices provided by fnancal mnstifutions over and sbove explicht
charges made
The maest imnparant activiey for which an imputation & not made is the

unpaid services of persons working in the hoeme (this isdiscussed Laer in this

paper).

Constant Price or “Real’ GDF

The expendihsre spprosch o caloulsiing COT measures Ausirslisn produc-
Hon by sumiming the amounis spent by the final users on ihe goods and
services produced. However, by self this is not always & good messure of
production, since the value of 4 particular good or service is affected by
Inflation.

For example, the asthonal accounts may shios: that the amousit spent on
0RO G ks Parice as meuch this year as it was st year. 1 the price of cars has
doubied over the last year, then the mumber of cars bought will not hawe
changed - expenditure has risen only because the price of cars has risen.

In & lot of cases, our interest lies in knowing how much physical
production (e.g. the number of cars made) has changed, raher than past the
current (or dollar) vahie of production. Constant price sstimates are the
means of stisfying this interest. They provide & messure, in terms of the
prices relating to & particular base year, of changes in the actual quantity of
Ibems produced or pirchased. As & result, constant price eiirmates of the
change in GDF are often referred o a5 evtimabes of “real growth’ in GDP.
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In essrnoe, obtabning estirmates of GOF et constant prices invoboes ustng
indicators of price changes in the ineers inchuded in the nathonal acoounts o
remove the effeces of inflatkon from the estimates of GDP. Constant price
estirmates are expressed In terms of the average prices prevailing in the
selected base year (curmently 1989-90), Somw of the main indicators used in
this process are the component series from the consurnes price index, which
measures changes over thme in the price of & basket of goods and services
boughi by households. Other price indeses produced by the ABS (such as
the import price indew ane alao used exiensively tn compiling the constani
Prive estimates

A by-product of the calculation of constant price estimates is the im-
phicit price deflator (or IPDL. An IPD & the price indes obtained when o
currenl price sstimale b divided by the corresponding constant price eat-
mate. The ABS publishes & time series of [FDs for sach of the expendihm
side aggregates lecluding increase in swocks) in the domestie production
ACTORIR.

1P cabcwlated froan the mapor national accouniing sgEregates such as
proms rational ex penditure are widely used o= a brosder measure of inflalion
by ihve ecomodry than et avallable from any of the indivicual prce indeses
publisked by the ABS. However, care has to be taken in the interpretation of
IO as they do not compare the price of a constant basket of goods between
any two perinds ewcept when comparing the base period with ancther
period.  Thenefore, ihey reflect a combination of the eifects of actual price
changes and changes in the composition of the aggregame from which the
deflator is dertved. An altermnative set of price indexes hased on the expend -
ture side of the domestic production account was developed a few yoam ago.
They are fined-weighred price indexes for the major expenditure aggregates,
and mensure the change tn price of the basket of goods and services inchaded
In GIF in the proportions measured in 1596550,

investment and Economic Growth

The qaarrerly trend estirmates of GOPUA) in the netional scoounts show that
Ihm:myh-hln recovering from the 1990-91 recesabon for 11 quaners
now. However, they also show that the growth bn the first year or 50 was a
kot shower than had typically been the case in the ecoveries from sarlier
recessions, particularly that for 1982-81 (see Figure 1.1).

liven vhough the rate of sconomic growth has accelersted markedly
nince the beginning of 190, commmentaton requenily comment an invest
muni & being the ‘missing mgredient. Figure 1.2 shows the proportion of
CDME contritrated by the fwo components of private business investenent
ireferred to in the national sccounts s private gross fived capital on non-
dwelling construction [NDC] and on [BOP.

The low level of thess ratios in the st coupde of years has bed a mumber
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of commentators o question whether the curment economic recovery ks
sustainable or whether the sconomy is lacing capacity comstrainta because of
the relative lack of investment. The alternative hypothesis being presented
by some commeniaton i thai there has béen & major structural change in the
ecumamy and the existing capital stock is being used tar more efficlently than
in ihe pasi. As 8 resudt, b is not necesaary i schbeve the same

levels of investement as in the past for the curment recovery o be sustainabile.

tronomic Growth and Employment
Typically, the mie of economic growth and the mie of growth in labour
inputs {either persons employed or, prefembly, hours worked) are corre-
lated in thi bonger v, bud can be quite divergent ot ties in the shon lenm.
If econoemic growth s higher than the growth in bibour inputs then libour
productivity is incressing

In peewml, employment growth responds o changes o the e of
econnanic growih with s g The makn ceason is that i s costly for blsinesses
tor ihd Lsbwoiir amid then have b0 train new all when demand pichaup in
particular, if there is a chance that any downrum in demand is ging to be
short Hved then businasses will bear the cosl of bess than optimm use of
thelr staff in the short ferm, with the result being raduced productivity
during that period. The initial response 1o 8 downburmn is to cut overtime amd
i rediuce bew recrultenent. B ks ondy after soome time that stalf are eliher
dismissed of become urnemployed due to usinesses poing broke.

Fi 13 Price GOP Per Hour Worked,
ol Sector, 1 = 100.0
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Comversely, in an uptumn there is a lag before extrs staff are hired.
Increased overtime s worked initlally and some businesses find that they no
longer need the same levels of stalf as in the past because they have devel-
oped ways of working mors efficiently. The result is that
prnerally rises quite rapldly once a few sucOmSive quaners of sconosmie
growth are achieved after a downtumn. See Figure 2.3

Some Current lisues in Motionol Accounting

As mentioned above, a major review of the SN A was recently completed . It
wias undertalen by the United Nations™ Statistical Office and & number of
other international organisations. Although the conclusion s that major
changes 10 the basic system would not be necessary, a mamber of insues
have been debated and several major conceptual and presentational
changes have been recommended. Some of the more topical issoes ane
discussed briefly below.

Unpald Work by Households

it can be argued that unpaid household work comes within the
definition of economic production, it has been sxcluded from the scope of
CDP s defined by the SMA. This s because the major focus of the national
accounis is on changes in the economic markel secior. There are also
significant conceptual problems and practical difficubiies associated with the
avallability of data and the selection of appropriate shadow prices. Despise
significant demand for their inchusion in the accounts, the SNA review has
decidel that they should remain outside the production boundary. How-
ever, it also recommended that the value of unpaid househald work should
e incorporsied into ‘satellite accounts’. Satellite acomants are accounting
satemenis separate from. bul consistent with, the domeste production
acvount and other existing accounts, providing supplermentary information
wihich can be used by conjunction with the dats in those socomis.

The ABS produced an Information Paper in February 1990 entitled
Measuring Limpaid Houschold Work: lesues and Experomental Estimates. 1t pro-
vidud details of the concepiual and measurement problemas myvolved in this
flekd, but also contained & series of estimates of the value of unpaid house-
hold work hased on different assumpstions about the prices that coukd be
assigned 1o value the various activities. The sstimates wew hased on the
results of a pilot survey of time use conducted in Sydney in May 1987 and
ranged from 52 per cent to 62 per cent of GDF, depending on i method of
vahaation used A publication containing updated stimais. based on an
ABS timne use survey conducted during 1990 will be released shartly.

Thnﬁmppnuhmﬁpnmtulﬂmhﬂmupm
of the revised SNA, and proposes to wirk towards the
mm-u—.hnmwmmﬂhnhﬂm
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paid household production.  Their tming, frequency and quality will de-
pend on the avallability of appropriste source data and the resolution of
what are accepied internationally as very difficull methodislogical issues

Accoenting for Matural Resources

Marural rescurce and environmenital sccounting is concermed with taking
account of these issues within o national sccounting framework. 1t is not the
only spproach to the development of environmental statistics. For euample,
indicaton of change in an array of snvironmental conditions would be of
intevest in their own right s well as being the basic input imlo & set of
envinmimental accounts

Environemental concerns may be sumamarised as follows
*  depletion and/or exiension of natural resources
*  conservation of the envinonment: and
*  the effects of pollution and its control.

Although this categoriation sets the concepiual scope of natural re
source and environmental accounting. it shoulkd be noted that no country has
el up scconivts, either within or oitside the nationa] accounting framework,
to encompass all of thess Baues.

A draft framework has been produced for & 88l of eavironmenial
sanedlite accounts. Two grougps of tbles are articulated in this frameworic
The first growp shows the supply and use of goods and services. by industry,
with sTvironmental protection acthvities identified separately from other
production. The second group comprises the opening and closing balance
shewts gnd two tables linking them - & table on volume changes in angible
wiealth and one showing re-evaluations of sssets.

The framework also outlines the calculation of environmentally ad.
pasted indicators. The first, ‘environmentally sdjusted GDF . is obmined
by subrtracting the environmental protection services (so-called ‘defensive
expendiiures’) from GODP mmmmmmwm
the environmental profection services of households and
mmmﬂm—mmumam
inchudes them as final consumption by those sectors. The defensive expen-
ditures of industry are already Included in intermediate consumption
when deriving unadjusted GDF according to SNA principles.

Ancther indicator is ‘sustainable GDP, which is the difference be-
tween environmentally-adjusted COFP and envitommental costs Such oosts
result from thee quantitative depletion of natural resources and the degra-
dation of environmental quality by ecomomic activities. Additions 1o the
nataral rescurce bane are not incliasded in income until they are explotied.
However, their vakae &8 entered into the balance sheets when additional
peserves ane chiscovered.

20 FOENTMACY ™
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The ABS is conducting ressarch mto the statistical issoes involved in
extending the Australian national accounts to include various aspects of
natural resource accounting within the ‘satelbite accounts’ framework pre-
senied in the 1991 SNA. However, the siatistical s, Isvolved sre com-
plex, partwcularly in the area of assigning appropriate valies io the various
componints. These concerns cause the ABS 1o question the priority that
should be allocated ai this time (o investigatig an environmentally ad-
justed GDF, given the amount of statistical developiment required relathe
o other environmental hdicators

Summary

The Australian national sccounts provide the moss important overall indica-
tor of economic activity in Australis. Because they encompass the full rmnge
of market activity and some non-market activity, they draw on a very wide
range of data. Whike some data B derved as & by -product of sdministmaiive
systemns, the bulk is collected directly from businesses or households. The
ABS s very conacious of the increasing use being made of the Australian
natienal accounis of purpees oiher than messuring soonomic scvity.
Accordingly, work is proceeding on extending the range of data avallabie in
the sccounis (or an 8 conceptual basis consistent with that used in the core of
the acrount,
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are choar signs that the economy has moved up a gear and appean

st 10 kick-up further in the next financial year. The statistician’s laiest

Mational Accoumts siggest that Australian output /income growth plcked

up toaronnd the 4 per cemt mark in the latter part of 1993 and into sarly 1994,

That growth momentum has in hurmn reached a stage where hours worked

have picked up, ard employment ks now growing by more than 2 per cent
per annum.

Corsistend with this, the National Ausimalia Dank's (NAB) business
cunfidence index for the June quarter has risen further (see Figure 110 From
an industry perspoctive, the most positive expectations are recorded in the
finance, business services and retail sectors. [t is also notable that, in contrast
o all other seciom, business confidence @ mining has deterionsied over
recent quarters (see Table 3.1). This appears 1o reflect the impact of a
strengthening in the Australian sxchange rate and weakness in some bulk
copanodity prices. sich as coal and tron ore.

Current Ezonomic Conditiona

At the nate level, there are gigns of & convergence in business conditions.
Business conditions appear iavoumable in all staies, with NSW and, for the
first rimw, Victoria apparently keading the way  Queensland and Western
Ausiralia have wiskened & touch, mainly due to the deterionating outhook
for the mining sector, although activity levels remain high in these states,

I keeping with stronger near-term performance, respondents to the
NAB's business survey expect private non-farm business sector output o
pick up o 12 per cent in 1994-95, up on the 1.7 per cent anticipaied in 1993
. The survey also continues to point 1o subdued medium-term inflarionary
expectations, with around B0 per cent of respondents expecting inflation 1o
remain below 4 per cent during the 1990s.

The main missing domestic ingredient in this rosy outlook is business
investinent - both the statisticlan's and the NARs surveys point o relatively
subxiued expoctations. OF course, the sxternal outlook i also s vital ingred)-
ent In that regard, 1994-95 growth among the major industrialised econo-

e is wxpected W pick up o arcund 225 per cent. and n the developing
Anlan sconomibes i rermain around T per cent.
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With business confidnce relatively high, private sector expeciations
improving and a moderai improvement I8 workd cconomic conditions, we
expert that Australian growth could be 425 per cent in 199495, slightly
bower than the goesrnment’s forecast of 4.5 per cont rrleased in the recen!
Commonwealth budget (see Figure 120 In composition terrs, there are also
few differences between the NAB s and the budget projections for 1993-54
and 1905,

Private consumption expenditure i expected o strengthen further in
19495, an the back of stronger employment growth and improved divi-
dend and interest fecetpis. Stronger average asset prices and henoe hovse-
hold sving ratios have recertly shown Uhe firse signs of inprovetnent, and
Wi Epect 10 e that continue during 1994-405.

In the face of lower migration kevels and lower underlying demand.
both the govemnment and ihe Natlonal expect & recent flattening out in
dwelling commencements 1o lead o litle growih in new dwelling invest-
ment. Bt been competition tn the home lending market, rogether with still
subdued house prices, have kepl this aggregate A higher kevels than most
forecasters previously envisaged. The showing coukd still come later than we
expct, but woulk! in that case probably also be more promosmoed

Figure 3.2 Australian GOP and OCD

1 Forac s

Tewr ended % chargs
-

11 lltlli lrirﬂrl: .ITiTﬂI| ﬁi lJ llﬂl-llll Jli.ﬂlﬂl JFi't:HI- jll-I [+
189 een Ies 103 1k |4 -1
Soorce  [lecos, FAE Vil & Mo | ks 1994




6 ALSTRALA ACHEVING TS GROWTH POTERTLAT

mﬂmmmmﬂwmwﬂﬁ
projected 14 per cent increase in plant and equipment mvestment 1o
achirvement of the government’ s overall growth profections for [9654-95.
The government's foremst for comsmption of 4.25 per cemt is much mone
tmporant in underpinning these projeciions. Put slightly ddferently. invest-
mient in plant and equipment of only 5 per cemt would, grven the componenits
of the government’s forecasts, still generate GDP growth of sround 4 per cemd
in 199495,

The Cutloak for Investment

The investment projections are much mone important to the achirvement of
susiained prowth over the medium lerm.  To date. however, business
investment has remained surprisingly depressed. notwithstanding rels:
thvely Bvourable conditions as refllected in the traditional drivers of invest-
ment low neal unit labour comis; strong sctual and expected  profisability
{afbeit mainly on the back of restracturing); improved cash flow; and im-
proved competitiveness (as reflected In the real euchange e,

that, it appears business has delayed investment in the face of

demand prospects (three out of four respondents to the National's survey

point 1o this as the key lactor restraining further profiabiity and imvest-
ment) and comtiring high levels of excess capacity {see Figure 1.5).
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O thr Latier potns, it s woorth naoting that these constratnis now & ppear
to be waning  Our latesz findings point to both improving business oondi-
Hons and conficence, 1ogether with an tmportant pick-up n capacity utiliss-
tion. Om balance ihen, our projecibons are for business invesiment 1o rise by
arvuncd 16 per cent tn 1994-95, maach the same as the government's forecasss
e Table 121

There is, however, the possibeility that structural changes and incroased
efficiency in the use of labour and capital inputs could delay the timing of the
Investrment pick-up in the near term. However, with all the preconditions
ek, once investment does num anmnd, i is kely o pick up (aster than many
currently expect.

The External Sector ond Inflation

Turning 1o the exiernal sector, net exports are expected o detract from
growth in 1994-35, afver contributing o growth in the previous year. This in
large part reflects a cyclical pick-up in imported goods and servioe, n the
face of faster growth, and especially plant and equipment expendinare.
Growth of impons of around 10 per cent is expected 10 more than offset
contimuing strong growth in expors, with elaborately ransformed mar-
furing expaotts continuing 1o grow srongly. We expect a moderate improve-

an [TDNEMSS ™
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mient in the terme of trade fo be parntly offset by stronger imports and higher
interest rates, with the current account deficit st around 3.75 per cent of COT
n 199495

Whille inflation retratns currendly at low levels, sround 1 per cent in
‘underying’ berms, we expect b0 see inflationary pressures bufld a litthe over
the next 12 months. By June 1995, we spect the inflation rate. s measured
by the conmumer price indes (CP, 10 be marginally above 3 per cent. This is
soemurwhal higher than the government’s projections.

Factors contributing 1o our view include the costing effects of past
fiscal policy ndjustments, attempts by producens to repals margins as the
cycle continuem, and wage clime sssociiied with fasier employment.
Related 1o this point, #f is interesting to note that recreational and persanal
servicen, ong of the laster growing sectors in the Mational's sarvey, have
started 10 report increased skill shortages and emerging lalthough stll
moderate) wage pressuses

Maonstory Policy
O this scenario, wie woulk] expect 1o see only moderate upwand adjstments
in monetary policy settings over the next 12 1o 18 monthe. Over the next 1R
momi ha, short-term interest rabes are expected to rise (o around 725 per cent.
That tightening of monetary podicy, aithough more mocerase than that buil
in by financial markets. will be necessary o sustain o relatively low inflation
T ViR

These ivberest rate projections and, indeed, the sustakrability of 2 4 per
cent plus growth momentum hinge critically on Australla's productiviey

It shamskd b moted that despite much public utterance o the contrary,
the evidence 1o date from the statistician i thar the degree of sructuml]
chamge experienced during the past downturn, as reflected in aggregase
productivity measures, s not more than might have been expected at this
sage of the cycle, based on hissorical relatiomships (seo Figune 340,

Although the National's survey points (0 relatively subdued current
levels of productivity growth in the non-tarm business sector (1.5 per oent in
1993-44), the latest survey provides some evidence thal gains from structural
change might be mone enduring than over the last ew yean.

Respondentn pointad o expected productivity gains of arund 7 por
cent im 1994-95, and around 125 per cent over the following three years
iwhich contrasts strongly with the expetience in the mic-19a).  Above
average gains ate expected i the wihnlessle. finance. manudscturing and. b
a lesser extent. retai] soctors.

While all of the above represenis & reasonably optimistic Anar-term
eurlook, ancther very important tsctor impacting on the credibility of that
sssemarneni i the responses of the Federal and State governmenis.
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Fiscol Policy

At the Commonssoalth level, it ks vital that the governrment remuiins CoTmiL-

bed 10 the achlevement of its meditrn-term fscal objectives U fiscal deficat of

0.5 per cent of GDP - or arcund $2 billion - by 1997-98). In that regard. the
White Paper on Employment and Crowth, which committed

something in the order of §2 billion per annum, almed ot hdping the long-

term unemployed. has made achieving that objective more difficult.

With little mew revems messures [oiher than the Auseralion Tax OF-
fice’s increased effichency at oollecting outstanding tawes, wonh §1.1 billion
in the four years to 1997-98), the government is relying heavily on strong
pconomic growth o cose the funding gap (see Figume 3.5).

Asset sales worth 525 billion tn 1994-95 and anound 52 billion in the
suibmeqquent years o 199738 will also help, although thelr mmplications for
financial markets snd roal inberest rates are, of cours: quite difenent from
reduictions in the underlying budgrt deficie

A good deal of focus will also need 1o/be directed towards the quality of
spending.  Although there are clear equity reasons for helping those our-
rently in kong termn unemployment. history shows thal trereased labour
market spending uscally onty ‘shuffles the pack’ among the unemployed
More 10 the point, the efficiency of the speading will probably be much bess
than that assoclated with lower real interest rates fowing from tighter fiscal
pobicies.

Economic Forecants

Clearly, much also depends on the credibility of the underiying medium
term evonomic assumptions. While forecasting the neat frer months i ot best
a difficuls exercise, three 1o four years ahead s, in any language, heroic. That
saidd, with the government having comminted sedf 1o the budget framework.

—
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the provision of medium term forecests i unavoidable and semda vieal
shghals 1o sconoime players.

Orur pudgemient om the medium lerm projections is that, on the assump-
thom that nothing unex pected happens by way of external shocks and all goes
well domestically, the better sconomic outlook will probably be sufficient o
achieve the government's fiscal objectives; provided the second round of the
Ome Mation income tax custs are abandoned. A comparison of the Comanan-
weakh government's key medium term forecasts with the resulis of the
Mational's modelling is in Table 3.3 of key Rscal parameterns.

Although the coemposition of the government's mediusme-term forecasts
has not been refeased, the National, compared to other privaie sector fore-
canlers, s expeciing a greater contribution from business investment, and 2
lissor comtribution from private consumption over the nent couple of yeam.

IF growih does turn out 1o be driven by consimpiion, we doabdt that a
pace of 4-4 5 per cent per annurm would be sustainable over the medium
term. In this regand, we suspect that the govermment’s prolections arfe mare
likely b reflect the lactors driving the NAB's projections than the curment
CONAFMAIS v inw.

Dwspite that, compared to the government’s medium-term scenario, we
are browdly less optimistic on growth and employment, and marginally
moey pessimistic on inflation and wages (although even our own forecasts
eftoctively close the gap! Besides these medium-term objectives, the buod et
retferated new longor-term goals of achieving a surplus by the end of the
decade, together with an vnemployment rate of around 5 per cent

Putting asice the issue of how seriously the government is wedded 1
these obgectives, & key result from our modefling is that although the fiscal
objectives might be able 1o be met , the unemployment target looks well
beyond reality. Our unemployinent propections, based on similar medium-

berm exonomic forecasts, have unemployment lalling only w0 around B 5 per
cent by 199798,

Mhirroass onomic Baborm

That, of course, rmises the question of what the government will do, i
anything, 1o address the shartfall. It s 10 be hoped that it will involve faster
milkcrosconomic reform rather than additional flscal stimubus.

While serasible macro policles have an important role to play, they are
undikely 10 be sfficient: further micro-reform in required o help Tt the
MHHM.MWWEWW

muumm.uumm maceo models of the
ImrTVEmEn S in micro-reform ultmately Fﬂmﬁtlﬂpﬂpﬂhhﬂ-
el to growth and employment. For example, the Common wealth govern-
meent’s Economic Planning and Advisory Council (EPAC) recenily pnldt-d
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very large estimates of the potential gatns from icreased micro-reform
(ranging up to 5 per cont of GDP by the yeur 2001). Further, with the
mir o sppreciate in the next few yean, unless more s
e & mprov raduciviy, oot sl competkivenem s Bury 15 oo
rate
tn this context, governments need 1o further reduce the cost of dotng
business (Le. reduce government regulation, improve labour market flea-
ihility (inchuding downwarnd wage Aexibility if productivity levels so dic-
tatel; undenake further tax reform; improve productivity in public trading
enterprises, with the benefits of those reforms incresiingly nasasd back ko
ilhe comt o structuies of busbiess, and continee (o foous on isernationalising
the economy by increased efforts to open up domestic markets to external

Importanity, on the domestic front, incroesidd competition would also

inchade financial services and the provision of langer-berm avings.
Focus om these measures would, iogether with sound macro policy, do

imomt o sustain growth over the coming yesrs, and therefore help to make
serious inroads into Australia’s unacceptably high levels of snemployment.
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WHhmmMmhMHpmmmmﬂm
be liatle doulnt that Australia has at last emerged from the shadow of the
recessbon years of the recent past. Nevertheless, for & perind of economic
recovery. the rase of output growth is extremely slow by historical standania
Cexnpare. jur example. the pattern of growth of the Australian economy
tollirsing the 1963 recessbon with that betng currenily followed. As shown
tn Figuee 4.1, after four consecutive quarters of negative growth in 198283,
real COF growth accelemiad quickly and averaged an anmoal rate of 48 per
cent over the nexd two years. In sark contrast, over the current recovery o
date, roal CDF growih has been accelerating much more showly and, at the
time of writing, was still yet 10 top 4 per coni.  As & resull,

growth has rernained subxiued for maost of the period since the recession look
hakd torwands the end of 1989 Only in the most recent figures has the rate of
Imcrense in employment reached levels which have enabled the rate of
unemployment w fall. Indeed, as ilustrated in Figuee 4.2, that fall is still
Quite srmadl, with the seanonally adpsted unemployment mic for January
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19594 (104 prer cent) being only 0.1 percentage potnt lower than the minkemom
at oy stage during 1993, Consequently, the trended serien is still yet 1o show
any obvious downwand moyvemsmd.

What then of the future? Most econoime ofecasiers e anncpaling
thit the newl few years should 8l keast sew @ revurn (o trend rees of growth;
the sorts of kevels experienced on sversge throughous most of the 1570 and
uid- 19860 That i, while output growth may continue io nse, snd almons
certainly at rates in excess ol four per cent per anmum by the end of 19903-%4,
ovet the mndium term an average mate of growth of around 1.5 per cemt
appears more likely The key question that this kesds 1o s by how much will
unermploytment change® According 1o the Committee on Employment Op-
portunities in its December ‘93 Discussion Paper (or Grem Paper) entithed
Bestormmg Full Employmient, a return o mend soenomic growih shiould see the

rate fall to ot least 7.5 per cent by the year 2001, Such a
conclusion, hiwever, is cribcally dependent on whai sssumptions are made
abouat futisre growth in the labour force and in productivity.

While labour force growth has slowed dramatically in tecent years (e
Figure 4.3), it sowrms unlibely that this is indicative of amy long-term rend.
Instead, it predominantly reflects a reduction in the rate of neresse i labour
fome participation rates as job seekers became increasingly discouraged
about the likelihood of inding employment  Indeed, rocen forecasts pro-
duced by seonomists at the (ffice of EPAC assumne average labour fore
growth during the 1990 of 2.1 per cent per annum (Clare and Tulpulé 1990,
23241 The main source of this growth is expecied o be herther incneddes
in fermale abonir force particlpation mies
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Chare and Tubpuld also assame an aversge rate of prodactivity growih
of | perr cent per annum based on a continuation of recent trends. However,
as Clare and Tulpuld note, this sstimate is ot the lower bounds of lkely
wuicomes. Historically, productivity growth in Australia has averaged 1.3
percent per antm, and given that the 19908 shouk! ser some of the benefits
of the VAT MACTOSCITIC reform mitiathves implemented by the Hawke
and Kpating governonents beoome more evident, there are reasons ko believe
that an even better productivity growth outcome might be posaible.

What about the prospects for unemployrnent? With CDP growing a4
A5 por cent annum, and assuming labour force growth of 2 per cent per
annumand productivity growth of | per cent per anmum, the unemploymismt
raie would lall by L5 of & percentage point per year, which seems roughly
consistent with an unemployment rate of 7.5 per cent by the year 2001, Bt
i productivity growth urms oul b0 be closer o 1.5 per ceni anmum, the
unemployment rate would remain unchanged, unless rates of outpul
growih were higher  The basic point is thal getting unemployment down
will be o shFy matter afad s unlikely to happen quickly If output growth
mevely returns o past trends.

Iredewd, achbevernent of an unemployiment tate ol 75 per cent by the end
of the decade should be pedged as an extremely poor oulcome.  While
mhmﬂ‘hhﬂrmnuthmlhmmlmr
woitld dissgres with the virw that economic lortunes will be on the wans
AERin sornetimme Luber in this decade or sirly in the nest. 1 the unemployment
raie 18 75 per comt when that downturn comes, then Australia would be
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Table 4 | Orowth of Real Gross Domestic Product
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confrantsd by the highest rate of uremployment hhnh‘.urpuuinl
sustained econorric growth in iis history. B is pot surprising, (therefore,
hhuww-ﬂhnﬂuw
for & rate of GOF growth closer to 4.8 per cenl per anmum, which shouiki
enable the unemployment fate to be lowiered 1o five per cent by the end of the
decade. Tomumerarize. for any bmg-rn mrprovemsnt in Austrabla’s whem-
ployment situation to take place, a period of sistainad above average growth
b reguired.

This, of course, leads to the question as 1o how this is to be achbeved, and
on this polnt the Gresn Paper is not panticularty helpfol. In particular, it does
nod cutling what i sees as different aboust the 1980 that will see sconomic
growth ciimb to rates that have only accssionally been achieved during the
last twor devacdes

Indewd, there are good reasons 10 be pessimistic about the chances of
Aussrabia achieving the rates of growth required o reach the Green Paper's
target unemployment rate, given the genemal weakness of the economic
recovery in other parts of the workl, and it is 1o this ssuare that we sow tem

International Comparisens

As revealod in Table 4.1, the economic recovery that 18 laking place in
Aumstralia is nod et 8 workl wids phenomenon. There s ppsar 0 be fwo major
clusiers of countriss. Ome group comsists of predominantly Anglo-Saxon
couniries Ausiealia, Canaala, MNew Drakand, the Uinited States and the Linited
Kingdom where. following marked falls in interest rates, output growth has
recovered from the ow trough of 1991, amd outpul looks s o grow by
between 3 and 4 per cent during 1994 The second group consists of Japan
and most of continental Europse.  For ihese countries, (he recesskon came
erach Later, and output levels were seill falling during 1993 Moreover, and

as indicated in Table 4.1, significant sighs of any recovery are not expected
verutll late 19594,

In Eurorpe, the key obsiachke continues t0 be the German sconomy. The
stubbomness of inciplent inflationary pressures combined with o desine o
maintain confidence in the Deuischemark has meant that the Bundesbank
has exercised extreme caution in its application of monetary policy, and
herce interess radies continue w0 tall only slowly., This, in norm, has & ffeceed

money market rates in other countriss panhcipating in the European Ex-
-:Iupl'.ﬂ Mechanism, given a general commitment 10 achieving mon-
etary wnion in Europe.

In Japan, on the other hand, there has been a significant policy shift, as
evidenced by a reduction in the officia] discount rate and the introduction of
o range of fiscal stimuli. Nevertheless, the appreciation of the yen has had
serious effects on exports, which in tarm has burt investment. Indeed, it had
alrmady fallen sharply in the lsce of over-investment in previous years



Owerall, while world economic fortunes are improving. the speed of
recovery in both Japan and Burope is likely 1 be slow.  Indeed, most
torecasters appear 10 be rapadly revising downwards theis projections fof the
rates of growth that ane lkely 1o be achieved by both the Japanese and
German econgmies. Thus, the OECD projections reported in Table 41 are
almost certainly too optimistic, and our best guess is that any output growth
in these countries during the forthcoming year will be extremely small.

How then will Australian economic fortunes be affecied? While it is
truer that Australia s now more dependent on markets th the developing
workd (especially in Asia) than ever before, and these markets continue o
grow at a mach faster rate than elsewhere, there can be litile doulst that the
absence of & strong Japansse ecomomy n particuler dos have serious
ramifications lor both workd economie growth and growth here in Austrabia,
While we dio not envisage thar this will prevent Australia reurning o trend
growth rates, il may well be & significant factor preventing growth from
anmaining the sors of mtes needed 1o bring unemployment under control
Furthermore, even in the growing economies such as the LS, while harther
growth by output is expected, there is lrthe expectation of growth at rates
conststenily in escess of historical rmds

In general. we woulkd expect rends in cutput growth m be reflected in
both employment growth and changes in the level of unemployrmeni, and in
the main ihe figures reported in Tables 4.2 and 4. afr consstent with these
hypotheses. OH course. as we have already noted, changes in both labour
force growth and productivity are important in determining the extent o
which output growth (8 converted into reductioms in the unemployrnent fate.
Thiuts in Australia, despite an scorberation i outpaut growih,
actually worsened during 1993 [ndeed, Australis continues 1o have one of
the highest unemployment tates i the OFCD. Howsver, improved produc-
tivity combined with low inflationary pressure hes meani that the growth of
umnit labour costs has been relatively low (see Table 441 In facy, anly the UK
euperienced & lower rate of increase in real umit lsbour costs during 1993
{which was partly the result of a large depreciation in the pound following
sterling’s exil from the Furopean Exchange Rate Mechanism in late 19920,
This lactor, comibrined with low interest cates, has helped keep price inflation
down in Australia and has also assisted in the achievement of 2 stronger
periormance on the export front. Neverthobes, the continued expansion of
imports has seen Australia fall to the bottoem of the curtent account halance
table (see Table 4.5,

Australis's economic problems, however, pale in comparison with
those of Sweden. Once the model sconomy and the esvy of Burope,

im Swinden, at close 10 nine per cond, stands al s post-war high
and has tripled in just two years. Moreover, despite the sharp rise in
unemploytnent, consmer prices have acnully risen (see Table 4.8), though
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Toble 4.4  Unit Lobeur Coats in rhe Businoss Sector
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Toble 45 Current Account Bolance as o Percentoge of GDP
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Tatde 27 Full-fime and Part-fime
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this wintld seem 0 be due o8 one-off increase in import prices resulting
o ihe depreciation of the krona following s Aoad in e 1992 The only
good news for the Swedish sconomy has been a growth in exports which,
wihen combined with & marked reduction in imports due w the low level of
domestic demmand, has lod to @ significant improvement i the current
account balince (see Table 4.5) In general though, the prognosis for the
Swedish sconoemy remains extrernely hlsak. Mot surprisingly, consumer
confidimee s eviremaly low. The poor state of the Swadish labour marcke
and the virtual collapse of the housing market have seen a marked reduction
in comsumer spending. With a govemnment budget deficil amounting 1o 15
peer cent of GDF, it seeens unlibely that domestic demand will improve in the
foreseeable future. Indeed, the disenct possibility of new taces and reduc-
toms i public spending should further dampen confidence.

Thir two economdes on our sl of ten which have exhildied the best
performance in fecent years ate the US and New Zealand. Certainly, these
bwn were the only ones to achieve significant improvement on the unem-
phoyment frony In both cases th outlook for further reductions durisg 1954
andd 1995 is bright, alihosigh increases in labour fofoe participation, espe-
clally in New Zesland, and tightening of fiacal policy, especially in the LS,
may slow the rate of

Owerall, there are good reasons o believe that Australia’'s macro-
sconomike performance n the medhim-term will on Gost dicetors, be
better than the average of other industrial nations.  Part of the reasoning
behind his concluskon s simply our expectation that world economic
growth is likely to be relatively subdued. OFf course, If this expectation
proves in be correct, then i seems unbikely that Australis will be able o
mruaima b custpatl growth ot the fate reguired o reduce the unemployment o
§ percemt by the year 2000, given current policy setings.

The Changing Compaosition of Employment

Oine of the main features of the recont recession was the substinution away
from full-time employment towands part-time work. That is. while full-time
emploryment declined. part-time employment actually increased. However,
as explained in the March 1992 bssue of the Australion Bulleten of Labor, this
growth was symptomatic of a growth in underemployment. with the net
growth in pari-time employment being accounted for by jobs offering fewer
honers than desdes.

Coming out of the recession, we might expect 8 substitution back
bowards hull-time jobs as underemployed workers negotiate with thelr cur.
rent employers for lomger hours of aliermatively switch o pobs with longer
hours. The figures reporied in Table 4.7, however, would not seem o
support this conclusdon. Whitle the number of full-time jobs s growing, part-

e employment growih s continuing ot 8 rawe fster than that for full-ime
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Toble 4 B Growth of Porefime Employment by Age and Sex

lyear ended Jonuary 1594]

Marhan Famales

Age 000 % of ok 000 %o toral
Group charys change
1504 190 6.3 142 b e |
2534 A5 e 00 Qo
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employment. Nevertheless, gross flows data collected by the ABS indicate
that, except in the most recent figures (for Jamary 1994), the member of
persoms moving from & part-time job to & full-time job between surveys
{conducted monthly) has tended to exceed the number of persons moving in
the opposite direction. Furthermore, closer inspection of the data underly-
ing Table 4.7 reveals that theve has not been any growth o the number of
par-time workers wanting 10 work mone hours, and thus virrually all of the
groweth in part-time esnploymment winidkd appear o be consistent with worker

preferences. In other wonds, the recent jobs growth appean to be concen-
trated on persons for whom pan-time employment bs viewed as 2 satialac-

tory oubcome.

Part of the explanation almost certainly les in the composition of pant-
time employmoent growth, by both sex and age. As shown in Table L8,
almost 50 per cent of net part-time employtment growth in the yeat to lanuary
1954 1 acxounted for by young persons (aged 15 to 24 years). many of whiom
ane still aviending educational instinuticns and hence do not desine full-time
employment. Indesd, the growih in the rumber of young people staying in
education knget is an important reason explaining the growth im pan-time

in these age groups and the offsetting fall in full -time

mant. A further 18 per cemt of the additional pan-time jobs were taken by
pemona aged 65 years or over, many of whom may be working 1o help
suppiement retiremen incomea. In other wirds anly ane-third of new par-
tlne jobs wient o workers in those age groups representing the tlk of the
work force (25 o 64 yrarad, Moreover, within these age groups all af the
additional parn-time employment was scoointed for by women. While there
ey 35 B00 ol it e -l wok KErs SITWENE wORTEr In these B0 Eroups
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THE ALSTRALAN LABDLE MARKET

compared with a year sarlier, among prime age males there were 11,400
fewer par-time workers.

Employmant by Industry and Owupation
in employment across the various industrial seciors over the last
year can be seen in Table 4.9 Anobrvious feature of this mble s the relatively
high rates of employment growth in the construction industry over the
course of 1993 In geneval, bullding activity is very closely aligned with the
overall staie of the economy and hencr 8 strony, rcovery In this secior (s not
unexpecied. Nevertheless, it is also rroe that sconomic activity has mdved
ahead much more rapidly in the construction industry than in other seciors
over the Last year as consumers and investors take sdvantge of relatively
low rates of interest.
Employment growth in Use whobesale and retail rade also shows signs

of persistent recovery, although the Tate of increase has been far mose
moxderste when companed with construction.  This &s not surprising, and

dused or has increased only in the most recent ligures. In many of the servics
only over the year ended Novemnber 193 However, such growth has yet o
compensaie for the earlier job losse. |0 manulactunng, oF the other hand,
retrenchmenis continue. The food, beverages and tobacco group has been
especially hard hit, with employment declining by morne than 10 per cent
aver the year o November 1995, Employment in the matals industries. on
the other hand, has increased. partly explaining why males have fared better
than fermalss in the mamedscruring sector. Of course, the metals industries
wiere hardest hit when the recesshon ook hold in bite 1999, and employment
kevels in these mdusiries have vl 0 recover o thelt pre-recessbion lrvels.
Turning now to employment growth by occupstion, as shown in
Table 4.10, the group that has emerged most rapidly from the recession has
been managers and administrators. However, examination of dats over a
longer period indicaes that this group has. on balance. been Hittle affected
by the recession, with employment numbers larger now than when the
recession began. Soch mends may suggest that Australian workplaces are
becoming more top heavy, despite the anecdotal evidenoe indicating tha
many firms have been streamlining management sructures. AR alismma-
tive enplanation lies in the growih of setf-employment (and the associated
trend towards contract labour), given the likelihood that many individuals
wurking in their own business are more likely to describe themaelves as a
manager whersas, if employed by a firm, they would classify themselves
into somme ccrupation group The mumber of self-employed workers has
grown by almost 18 per cent since November 1969 which compares with a
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Table 4.10  Employment Growth by Occupation, 1993
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fakl of 2.2 per cent in the number of employed wage and salary earners

in other occupational groupings, empboyment growth has been much
more patchy. Like managers. the number of pemons working in professional
icripations grew over the course of the recesaion, though as can be seen
from Table 410, employment growth was relatively weak during 1990

53 FUCWMETS M



Purther, much of that growth was concentrated b one sub-group, school
teachers, espocially female achern.. Employment growth among para-pro-
femionals has also been Inconsistent, though notkosable improverment was
recorded for the year ended Novernber 1950

Significant gains have also been made in the skilled (tradesipersons) and
sermi-ukilled (plant and machine operators and drivers) bluecollar ocoupa-
tions fn the last year (but not among unskilled blue-collar worker). Such
gains, however, have yot 1o compensate for the large job losses that ook

1993 after & long mstained period of employment declines.  All of this
growrth, however, has been among females, and especially
iwtephonisis and the like The number of make clerks continued to fall
Finally, counter o the general trend, the number of sales and personal
service workers s down in the latest Rgures, despise hobding up well through-
out most of the mcession years. This overall plonore, however, disguises a
number of divergent trends within this grouping. In pariculer, the number af
personal service workers fell in the most recent figures, after strong growth
ihroughout the rocession. A possible explanation here s thai many workens
who were k-l or were unable w find other work, were able 10 find
empoyment in perional servics brpe b during the moession. Onoe oo
nombc conditions tmprove, however, these worken retumn 1o jobs in the
rmainstream bour market. The mumber of swance, nvestrment and real
estate salespersons also fell, and a simillar explanation to that provided for
personal service workers may also apply here. In contrast, the numbers. of
sales persons typicaily associated with wholesaling and retailng such as sbe
representatives, cashiers and the like) have risen, reflerting mcreased sabes

The Changing Composition of Unampleyment
The mos obvious consegquence of & recesskon s higher rates of unemploy-
erenit for all grougs in the labour force. Meverthebess, there are 8 number of
featiires wiich mmalke this recession unigue. Finst and joremaost, this recession
has been associated with a marked increase (n the durstion of unemplay-
ment. As shown in Figure 4.4, the proportion of the unemployed who have
been without a job for 2 year or mone has risen from hess than 20 per cent in
the late 19708 b0 reach chose bo 40 per cent during 1998 This expanaion i the
numbers of long-term unemploved B a direct resull of the protracted natone
of the recent recessiom.

Second. the experience of the sewes has besn quite differeni in this
recession compared with earlier periods. As shown in Table 4.11, while in
1983 the unemployment rales fof men and wimmen were very ciose, by 1993

o distinct gap had opmad up with malke unemployment noticeably higher
than the rate for women. Moreover, this has coourmed despie 8 7 10 8
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PeTCERtAgE pOint rise in female labour force partictipetion rates (compard
with s 2t 3 percentage point all in the male labour force participation rate).
In other wonds, betmale unemployment has risen by ler less than has male
umetployment. even though the female labour foroe grew at a much faster
rate (indeed. since 1978 the rate of growth of the female labour force has been
alsonst doable that for men),

Third. adull unemployrment has ecome much more of a problem in the
Lt recesmion. In earlier pericads., the elfects of 8 recession woere rypically felt
most by voung workers. While it is selll true that the highest rates of
unemployment are found among teenagers, the 1990s has seer 4 marked
frowth in the incidence of unemployment among both prime age and older
members of the workfonce. OFf course, pan of the reason why youth unem-
ploytnent is not any higher in this recession compared with the 1983 reces-
fbon s that labour fonce participation mtes among youth have fallen, which
it could be argued mdght reflect discouraged worker effects. Meverthebess,
figures reported each Sepiember by the ABS in their publication, Pressms Ned
in the Libour Force, indicate that growth in dscouraped job seekers has been
mosl pronounced among prime age workers  For sample, in September
1989 5.5 per cent of teenagers not in the Labour force wene measured as being
discouzraged job sechers. By Seplember 1993 this Agure had risen to 8.2 per
ot By comparison, among persons aged 35 1o M vears the relevant
propoftion rose from 139 per cent o 31.4 per cent (ol persona aged 35 10 44
freams wiho were noi in the labour forcel.

Finally, Table 4.11 highlights changes in unemployment according o
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Toble 4 11 Comporative Profile of 1983 & 1993
[percariage change lrom maonth of
pravious yeor)

Marewrber 1981 Mavembar 1991
Unamployment  Rotie 10 Unemployment Rofio to
b ) kel ree "] el
e
Mole e .00 10& .63
Femala .0 168 R .08
Age
Youk [1524) i6.4 . 169 1.4d
[#5-54] 45 0.ra [ 087
Oldar [354) 5 0.57 97 0.54
Birmplocs
Agptriia [ % 092 R 094
Ovarssnl 11.0 1.24 123 119
dndlusiry
Agrcultirn 14 070 5.0 0,96
anulachuring LB 150 FE 152
Coruivuctian 163 .91 F i | 138
Wials & reinil rode 6.5 1.20 54 1 0
Tranupen & dorags b 0.8s L BN
Fingnes, sl 19 054 A1 O.ad
s By el F A | 0.ae 2.4 Odd
Bacrmation, pencnal
& other pervices a.d 1,13 s ¥
i Jd 0.4 13 0l
—

industry of last job. In the main, there does not appear o have been mmach
change The most obvious difference between 1990 and 1983 is the much
lorwer rate of unemployTrent ansing from job loss tn the constraction Indus-
try in 1990 relative o 1983 However, this difference is almost cenainly dus
to the two observation points representing different stages of the econamic
cvcie. Whersas November 1963 was close 10 the trough of the 1982-83
recessbn, Movember 1993 b o time when economic recovery wies i
progress, and as noted above, the construction industry i a lesd ing sector in
the revovery. Perhaps of greater significance is the relative deterinration of
employment prompects for persons emplopad in recretion, persomal and
other services. One of the growth sectors of the 19808, it would seem that
persons retrendched from this sector are having greater difficulties finding
mployment, possibly becatise employment in this industry s not very skill-
Eirigfislve
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The |Commarrwealth| Industriol Relations Reform Act (IRRA) 1993

What is an Act that relies on three Heads of Power in the Comatination, that
containe hundreds of amendments made between the Second and Third
Reading Speeches (mainly government-inspired) and was rammesd throwgh
Partiament in les than two montha? Answer Larie Brerehon's Industrial
Relations Redorm Ao 1993,

The Inchustrial Relations Reform Act 1993 came into operation on 30
March 1984, although certain provisions relating o termination of employ-
menit cormmamniced on 26 February 1994 The importance of this Act derfves
partly from the ict thai i prescribes in great deiail the means by which
enberprise hargaining will be conducted and agreements channelled Osden-
sibly designed 1 emphasise conclilation over arbitration and 0 etablish
enberprine bargaining as the very hallmark of the industrial relations syssem,
comguiscry artittation is however rotained and the award sysbem strength-
ened by the Act. Mot surprisingly, it i a very pro-undon package, with &
legislatedt right to strike, relatively trivial peralties for striking in deflance of
Commission onders and the dilution of the laws governing secondary boy-
cottn, which sre now positioned in the Industrial Relations Reform Act 1993

What are the main fvatures of the Industrial Relations Reform Aot 19937
While the Act continues 1o provide for concilistion and arbitration, the
emphasis is placed on disputes being solved, as far as possible, by concilia-
ton. Within Part 2 Objects, there is alao menton of the need 0 maintain a
tramework of awards and o ensure compliance of abour standards with
intermational ohligations,

A new and polentially shgnificant Obsject of the Act 8 1o help prevent
and sliminate discrimination on the hasis of race, colour, sex. sexual peefer-
ence. age. physical or mental disability, marital status, lamdly
ties, pregrancy, religion, political opinion, national extraction or soctal
onigin.  Since it is the indemtion that all instroments of the Commission
mmwmﬁ,mu—mm
this raises the tssue of whether, for instance, junior mtes of pay fall o meet
the non-discrimination criterion. There are & mumber of other examples
where existing awand /agreement clauses are alwo unlikely to comply. Rem-
edying implicit discrimination in awards will be s kuge task for Comminsion
rREtTtseTs.

There is & new pan in the Act (Par 3, The Award System) which
explicitly reaifirms the role of awarnds and indeed lays down statutory
guidelines governing award variations (in Section BRA}.

@l by v fhet set fair and onfororable miniaom seges and condi-
Hm of employsncnt that are maimtainnd of 4 reletamt Lol

) sumrds .. act an @ safety met of snmimew wages and comditiom
wnderpinming direct bargaining.

36 DR "
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) regend i had, in commection wth Che making, revarsg and seryg
anawrdn, b stablr and appropeate erlatiatios basesd e sdifl, repon-
wibitnty and {he comditions wndier whach w15 perfoemed, wnd o the
sired for shill-based curerr paths.

A key phrase in Part 3 s "secure. relevant and comsistent” - it bernimes

& duty of the Cormmisshon o ensure that awards conform with this descrip-

thon. The Commission is called on to review all awands ai least every three

yoars ard 10 ensure that awards conform with the intemational Labour

Organisation Convention on Family Responsibilities. It bs also stated in the

Act that awands must be expressed in plain English and that cbsolete
be deleted and provisions updated.

Linsder Part 3, the Conrrrission i required 1o establiish expeditiously an

interim award 1o satisfy the fequirement that an award is in place prior o an

agreement being approved. This has impartant imphications for greenfields
mtuwuﬂu&ﬂﬂhm“whm
by an agreement without an sward first being in place, the latter providing
the benchmark for the no disadvantage rule governing agreements (see
below). The clear intention is to remove any sddisional flexshility greenfiekls
sbbEs mighi GEin over existing operanons.

The new Part 4 Minimum Entitlernents covers five main oplos, vix

fa)  mlnimum wagm
b equal remuneration for work of equal value,

i€} termination of empioymment
id)  parental leave; and
ie) leave to care for imanodiate femily.

recoutrse i the setting of 2 minimum wige. a8 is the case in Many countries.
the intetpretation the IRRA places on compliance with the LD Convention
o Miniznasrn Wages is the minimam rates of pay specified i awarnds for all
employess in & group. As a consequence, there s 2 vast range of miniFmEm
wages, many of wihich are not confined 1o bow-paid workers.

The termination of employment provisions involve one of the most
rafical departures in the Act. especially in terms of the involvement of the
lederal jurisdiction. Thmmlhirlnhl-lﬂ—:ﬁdm
inchading workers engaged under a contract for a specified period or
m.mﬂl—:mm-pﬁhwm;nm
andd some casual workens.

Thiete are three basle categories of lerminstion deall with under the
Act. These are wermination initlated by the employer for good resson.
termination resulting from redundancy, and unfsic dismissal  Minimum
periods of notice are st down in the Act sccarding o yean of service and

FORDARCT M 5T
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compensation in lieu of notice. In terms of redundancy, the Ao provides jor
consuliative processes and a requirement 1o notify the CES where 15 or maore

rodundie e oo TT0DE dedls with harsh, unjust or unreasonable termi-
i

(1) Anemployer st nof Serminate an employer’s ertployment unles
There in o talil remuam, oor vanlid remsew, commacted with the oy

er's capacity or condict or based om the aperatomal requirements
of the wndrrisking, extablishemen! or service.

@) A rewsow i med vaalisf of, harving regand bo the employer’'s capacity
and conduct amd thowe mpevat iomal reguirenents. the Levsinalen

In other wonda, there has to be substanttve lairnes as wel as procedural
fairmes

A number of grounds are laid down which may not form the basis for
termination, inchuding: wmporary absence associated with Tiness/ injury,
unlon membership /union activities, non-union status, mece, sex, colour,
sewual preference, age. physical or mental disability, marital staras, family
responadbilitees, pregnancy, relygion, political opinion, national extraction,
soclal origin, and parental leave

Within 14 days of lermination, any employer (not necessarily a wand-
covened), or rade unikn, may apply 10 the Indusirial Relations Coury for a
remady In respect of termination. The Commission may be required m
estabilinh a concilisted resofution. Failing this, the Court has the power o put
the employee in the same position as U the employment had not been
terminated, inchading retnstatement or monetary compensation, on which
latier matter however the Act gives no specific guldance. Since there are
wssentially no lederal precedents for the Industrial Relations Court to follow,
the extly decisions in relstion 10 compensation will be closely followed.
Apan from 4 potential detuge of claims for undalr dismmisssl fromm non-award
Fmpioyess, any indications that very generous compensation will be avail-

able st the federal level are Jikely 10 encourage jurisdiction-hopping by
award

employees.

Fart 5 bs entitled ‘Promoting Bargaining and Facilitating A greements’
The Act carries a definition of enterprise which is a business that is carried on
by a single empioyer. of a grographically distinct pan of such a business; or
2 of more geographically disttnct parts of the same business carried on by a
single employer. These definitions are imporant because they prechude
agreements that cover only a portion of workers (say those who are non-
unicnl in an enterprise. 25 well as individual contracting.

There are essentially two toutes for the making of agreemenis. The first
Certified Agreements is lirthe changed from Division 3A, Section 134 of the

ia FCOWOMICS
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Industrial Relations Act 1988 as amended. apart from the condition that the

condltions of the relevant employres must be regulated by one of
mere awards that bind the employer, and certification should not be sp-
proved i a provision in the agreement s dscriminatory. There are 18 seps
to comply with for the making and regastration of a Certified Agreement,
which muse be made with a registered trade unkon.

The second route for agreement making s via Enterprise Flexibility
Agreements. Ostensibly, this is the route svailable for emplovers o make
direct agreemnents with employees that is, non-unsin bargaining, There an
21 steps 1o comply with, including that 8 majority of employess agree to the
verms of the agreement It in the employer that applies to the Commission for
approval and the agreement becomes an order of the Coormission. akin ioan
award. Technically, the emipioyess are not parties 10 the agreemnent. Linder
the definition of enterprise in the Act. individual contracts that overrids
awards will not be able 10 be certified as Enterprise Flexibiliny Agreements.

DO of the precond itions for an Enterprise Fldbility Agreement is that
at least some employess be covered by a federal sward  This bs designed not
wo much to protect workers under state perisdictions. but mther o prevent
award-free employers from seeking a (lederal) Enterpriss Flecibility Agree-
ment to protect their amangemvts and theteby avoid being roped imo a
federal award

The no dissdvaniage mle apples o Certified Agreements and Enter-
prise Flesibility Agreements, and this s judged in relation 10 awands and
entillements under state or Commonwealth laws. In the case of Enterprise
Flexibility Agreements, there i also a public interest iest (alihough this is not
defined in relation to Commission Principhes)

Im Lightly unionised planis whete ah Enlerprise Fleibifity A greement
is being considered, the relevant unions must be informed of impending
negotiations and be allowed o become parties o negotiations if they wish.
Incleed, the Comrmission has the power not 195 approve an agreement i the
employer has failed 1o notify unions aboul pegotiations or give them the
opportunity 0 participate. In completely non-union settings. unkons may
intervene in the certification process, although ithey can only object nol veto,

Under all the circumstances, it i difficult 1o envisage many employers
voluntanly choosing the Enterprise Plevitility Agreement route. A possible
scenario is that down the track. the federal governmend will nite the Lack of
use of the provisions and conclude that there is no demand for non-union
hargaining. As 8 consequence, the provisions will be delaed. There s of
course an aliernative interpretation. That s the proviskons are o bobikd-
ding and risky for the average emplover to contemplate and therefore other
strategies, inchuding sticking with the awand, will be followed It b nol that
there is no dewnand for non-unicn bargaining, i is that there is no demand on
the terms provided under the Act.

DO e
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Part 5, Division 4, deals with tmimunity from civil lability . Introduced
In this Act is the new (for Australial idea of a hargaining period during which
agreements are being negotisted. An employer or undon (it not s group of
empikryesdl may initiabe & hanpining period by giving potice 1o the other
pandes. Al beast three days notice of intended action Is required Action
uncleraken during the bargaining periad bs protected action. The Commis-
slon may order a secret bhallot of employees. The bargaining period ends
when ihe Commission rerminates it when a certified sgresment i entered
into: or cither party decides it does not wish to proceed 10 8 cerified
agrewment.

mmmmmmmm-hmpﬂﬂ
are either where it is convinoed there is nof & grauine sttempd 10 reach
agreement by either party, or there has been 2 breach of good faith hargain-
ing (see below)  Industrial action thrwatening life, personal salety, health or
the welfure of the Australian population or causing significant damage to the
Australian economy are also grounds for termination of the
period. Industrial actson outskde the hargatming period which is not notified
s subject m penalties of $5.000 plus $2.500 per day. It s unclear whether a
RecEsaTy precondition is & bans clause b6 the underfying awand

The Act comtains provision for the Commission o make onders 1o
ensure “that the parties negotiating an agreement ... do so in good faith’. In
addition, the Commission i able to promote the efficien conduct of negotia-
tions or otherwise factlitate the making of such an sgreement. Some of the
i listed in the Act as appropriate and enforceable conduct by the
negotlating parties include agreement 1o meet at reasobable imea, attend -
ing meetings, compliance with negotiating procedures not capriciously
adding or withdrawing ke for negotiation; disclosing relevant indorma-
tion; and negotisting with all those who are entitled to be parties o negotia-
tioms under the Act,

Finally. the secondary boycoll provisions have been placed in the
IRRA, re-positioned from the Trade Practhoes Act. There has been some
significant re-wording of the provisions, including the introduction of a 72
hewsr period of compulsory conciliation and the evemnpiion or re-defining of
cerain secomdary boyoott sction.  For eample, pesortul picketing is now
Fnempt. as i inchustrial action waged in the name of sn indusiry campaign.

Overall. the interpretation that can be placed on the IRRA 85 as follows
The Act is an extremely complicated one. 1t seelks o provido means by which
enterprise agreements can be ratifled while retaining the hasic structune of
the awand system. The principles which will govern award variations are set
down in the legislation and deal mainly with continuing the tnion move
mene's awand restructuring agenda, the main features of which are skills-
based career paths and & conskstens se of MiRETWE rates actoss awards. The
interpretations aced om the rminimwm sntitiements which are deemed o be
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consistent with Australia’s signatory o L0 and other international conven-
thons have potentially far-resching implications. Not only do they poten-
tially override state industrial relations legialation in relation o minimim
entitlements, they provide protection 1o all emplovees irrespective of award
status. This last point bs particularty imporant in lerms of the proviskons on
employment Ermination.

The comditions under which sgreememis can be ratified in the Act are
wwmﬁnhmﬂmﬂﬂumm
vantage nile meaning that agreements can only be over-awand (on balance)
Indeed, enrly indications sre that most federal sgroements are merely add-
ons o awards. There are 8 nurmber of quite explicitly pro-union proviskons
b the Acct, particularly in relation to secondary baycott activity. The bargain-
tng in good falih provision may be tsed by unions o force otherwise
rehuctant employers to the hargaining table.  Greenfields operations an
given no advantage under the Act because of the need for an interim award
io be in place prior to an agreement being ratified.  The extent 10 which

made under the federal urisdiction will ercroach nto slate
verritory is unclear, although given the incidence of dual award coversge in
some workplsces, the encroachovent will not necessarily be marginal
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CHAPTER 5
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Feturn s compensation for foregoing their consumption during the
prriod in which they hokd the shares. They also expect an add itional feturm
as compensation for the risk sssocined with their investment and the
rm s Ction cosks incurred in underaking the investment. Brosdly speaking,
the larger the risk and transection costs associated with saving and investing,
the highst the fefums from investment neaded 10 encourage savings and
investment As a consequence, one of the witys of ehcouraging savings and
invesment s through reducing transaction costs associated with the provi-
sion of savings for investment. The transaction costs assoclated with the
provision of equity savings' for investent are stamp duty, brokemage and
bid fask spreads. This paper will discuss the nature of esch of these costs,
and provide some wnique Australian dats on the breakdown of fotal tranaac-
thizn conts related 1o equity investment. The data suggests that stamp duty isa
significant component of transaction costs, and hence the abolition of stamp
dhuty in Australia has the potential to encourage savings and investment.

Costs of Treding Shares and the Savings/Investment Decision

The econcemics and finance lierature continually ierates the hasis for a
rational investment decision by & (orporation - take on & project i s
expectied rate of return excesds the rate of return required by its owners. In
the cane of shareholders (nquity owners), the rate of return generated by &
profect s passed on as dividends, or more typacally, through ncremenis in
thie value of shares hekd which can be sokd in onrder to realise gains. Transsc-
thom costs incurmed in taying and selling shares in order 10 partictpate in the
net gaing from investment can reduce the net benefit realised by mvestors.

As & conseguence, transsction costs elther:

) incresss (he required gross eeturn of sharehalders or
(i redisce the net return o shaseholders.

" Dty b i e b dabaguinhed rom debe eancs, shich imsobes o costractl dhdigatios
o ety B slionl mevemand bl plon irmierast. Equity Bnoecs cvwcbs mo surh cblgotons, ond
mcarmnity proeced W —-:-th-::-l-h-;nlh i= Iu:-l

. L
borct from the shembokder b P corprtos, which con fen e ced b il
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Both (i) and (il above have the effect of reducing the lkelihood that a
given investment opportunity will satisfy the rational investment rule, and
as a consequence, rechucing the likelihood of equsty savings and iRvestment
Tt weill be argued in this paper that ihe reduction of costs associated with
trasding shares can dirsctly incresse the level of sving and investment.

Costs Assockored with Trading Shares

There are three main costs of trading shares, namely, stamp duty, brokerage
feen, and bid/mak spreads. Each of these costs will be dmcussed in fum,

together with inmight relating 10 how they may be reduced.
Stamp Dty

Stampduty isa government tax an transactions levied on the value of shares
traded Stamp duty is presently payable on all market mansactions of shares
a1 30 cents for every $100 or part, payable by both buyers snd sellers. This
mahes the effective cost of buying and then selling shares (a roundd trip trade)
0.6 per cent. Uinder certain ciroumsiances. stamp duty on off-market trans-
mctioms ks 0.6 per cent but is payable only by the buyer

Brokerage Fees
A traide in ahare can only be executed o the Ausiralian Sock Bachange by
o beoker who s a member of the Exchange. In return for providing brokerage
of trade enecution services, brokers charge commissions or fees.  Prior o
April 1984, brokemge fees were (ived. after which brokers were fre 1o set
their own fees. Adthken (19900 provides some compelling evidence that fol-
lowing the deregulation of brokerage comminslons, fees fell considerably for
the bulk of trading. Current data on the magnitude of brokemge fees is
difficult 1o obiain cwing to s non-public nanire. and histoncal series do not
ekl Table 5.1 below contains some descriptive statistics of data soquired
irom one of the Top 10 Australian brokers for fades dwocated in Jamary
1994, The mrades of the broker were ranked on the basis of tmde value, and
divided ko 10 squally sised groups from the largest sited group ol trades to
ihe srmallest. The average value of trades assocuted with each group. and the
average brokerage commission charged on esch group of trades is contaimed
im Table 5.1

Table 5.1 suggesis that the average brokerage fee paid per dollar of
trwde bs 040 per cent. Since investors will be charged brokerage on both buy
and sell ransactions on a round trip trede, & is conjectuned that the average
jere paid per dollar of trade om 8 round irp transaction 080 per cent” Table
5.1and Figure 3.1 further suggest that the size of the broberage fee Loils as the
size of the trade increases.  This is conaistent with the evidence of Abthen ,

T e |10 b iy s 1 soggaal et b are chorged o sysissstealy dfisras
g bes o ssleii
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who found one of the most imponant variables explaining the level of
brokarage fees i trade value. Altken also provides evidence suggesting that
the amount of ressarch provided by brokers, and the degree of stock price
volutility tncreases the amount of brokerage commission charged

Bid/Ask Sprrads

In Australis, market participants who wanst 1o buy shares typically relephone
thvedr brokers and ask them to place bid” orders o buy shares an their behall,
Bach broker then shectrunscally subnnits the onder to the marie,

the quantity and price at which the broker's client is willing to buy ' 1£a seller
exists im ihe market and s willing o sell shanes at & price lens than or equal o
the price stipulated by the buyer. a trade ovcurs. If however, no such seller
i available, the buyer rmust walt to trade and the order remains unexecuted
in the market. An analogius process occurs for market participanis. who
want 1o sell their sharew, in which case brokers place "ask” orders.

Alurpﬂhhu.ﬂmrn.huhhmﬂiﬂlpuﬂﬂm
bayers and sellers willing 1o trade at a variety of different price levels. The
highest bid price is called the ‘market bid’, whilst the lowest ask price is
called the ‘market sk’ The market ask must always be greater than the
markel bid, otherwise the two orders would be ‘crossed’ and a trade re-
comdad  The difference between the market bid and ask bs called the ‘market
bad fank spresd’. The market bid /ask spread represents the mintmam cost
of completing a round trip frade® becase & trader who immed iately wanis
10 buy and then sell shares will buy at a higher market ash price. and then
el sedl a1 & lower market bid.

Although data on market bids and ssks are reported in the press st the
end of each day, descriptive statistics on the size of the bid/ask spread for
stocks maded in Australia are virtually non-existent. Some statistics were
compiled from data acquired from the Australian Stock Exchange® for the
purpeses of this paper.

The 100 most raded stocks n Australia by the valoe of made were
ranked acconding i the value of trading® These were then divided into
groups of 10 from the most 10 the least frequently traded, and the average
bid / sk spreac over the month of January 1994 was calculated for sach stock
Table 5.2 below provides detalls of the sverage bid /ask spresd for esch of
these 10 groups.
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Table 5.2 suggests that investon trading in the wop 100 stocks will. on
average, face a bid /ask spread of approximately 047 per cent (of the price of
the stock). Table 5.2 and Figure 8 2 also suggest thai the bid /ask spread falls
as the atnount of trading activity in the stock rises. This is consistent with the
findings of Altken and Frino (1994), that the size of the spread falls as the
levelof trading activity in a stock increases. Al ken and Frino (1994) also find
that the size of the spread decreases as the price of the stock increases, and
Iincresses as the price volaiiliy of the stock incresses.

A Breakdown ond Esfimate of Total Transacton Costs on the ASX

The dats description provided o this point suggesss that the average toal
cost of trading shares in Australia s approximately | 57 per cent, with stamp
duty, brokerage and bid /ask spread contributing 0.60 per cent, 080 per cent
and (47 per cent respectively.” Figure 5.3 depacts this breakdown of 1ol

Toble 5.2  Avercge Bid/Ask of the 100 Most
Traded in January 1994,
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transaction costs and demonstrates thal stamp duty s a one of the main
contributons

At & most optimistic kevel, the evidence provided shove suggests that
irvvestors will only undertake an investment if the dvvestment Feturms their
net pinguidred rate of retwrn plus at loast 1857 per cent. The risk paplicit in any
irvestment (the probability that the returm of an investment will be some-
thing other than expected) suggests thal the premium associated with trans-
action costs will be soemewhat greater than 1 87 per cond.
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Inersasing Savings ond Investment
The arguments presended sarlier suggested that transaction costs deter
savings and investment. Hence, an obvious policy implicaton of the analysis
b this point, given an objeciive of increased savings and investment, ks the
promothon of change s as 1o reduce transaction costs. The three transaction
cois which can be reduced in order ko promote savings and nvessment ane
stampduty, bid/ ask spreads, or brokerage Of these, stam duty isby far the
most condentious, &8 reflected by the comsiderable debate on the sue
recently and especiaily in the US. Further, the data reviewed above suggests
that samp duty is a significant cose of trading on the ASX. As a consequence,
this paper will focus on samp duty in further discussion

The abolition of stamp duty on the ASX would be consistent with recent
developments in Finland, New Zealand, Singspore and Sweden - all of
which eliminated such toos in 1992, It would also bring Australia inio line
with the USA, which has never placed such taxes on securitis transactions.
Tabile 3.3 above supports the notion that Australia has a high level of stamp
duty on share trading. Auseralis has the highest level of stamp duty in the
workd, together with Japan and Tatwan. The raduction of stamp duty would
brring the Australian mate down 10 a more competitive level relative m other
T Homa.
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HERW DO WE BOOST SAVINGS AND IVESTRMENTS

Conclusion
This paper has angued that costs assocksted with trading shares, o source of
equity capital, decreases the likelihood that savings will b used w0 acqulre
such fnancial assets. Given that funds from the sale of shares ane used for
investment purposes. then tansaction costs on equities tading acts 1o
reduce the level of savings and investment The main costa of trading shanes
are samp duty. brokerage and the bid/ask spread. 1t was argued thai
relative 10 other nations, stamp dury in Australia is quite high The policy
derived irom this analysis s that in onder i increase savings and
investmemi, samp duty placed on securities transactions needs to be elimi-
nated.
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Am;nmmmmuﬂ-mw
rxperence for the purpose of understanding, making decisions, plan-
ning, problem solving, padging and taking action, Thinking isan operational
akill theough which intelligence acts upon experience and involves the
processing of informeation. '

Today, the teacher’s role is changing from one of transmitting knowl-
edgeto ona of Eacilitaring the construciion of knowledge Where studenis are
introduced 10 strategies which encourage them to use higher onder thinking
skills, they are forced to justify their thinking as their understanding is
deveioping  That b, students meve their thinking beyond mere recall and

knowledge
Owr purpose in this article s o provide teachers with four examples of

methods we use 0 encourage students o develop higher order thinking
skills Wedo not present these methods as & comprebensive list Rather we

o they will be viewed as a starting point that will stimulste the invention

The four methods o be discussed in this presentation are

*  Concept Maps

*  Skinny' and Fat' Questions

* Fonune Lines

= Predice-Observe-Explain (POF) Exencises.

Concept Mops

What is a Concept Map?
A concept mape

*  isadeliberate effor on the pan of learners 1o relate new knowledge 10
relevant concepes they already possess,

*  encournges meaningful learming as distinet from rote learning

b B, 1997
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5 & process that enables shudents w link or see the relationships
BetTwEn CONCEPES

is a probe for student understanding of the stracture of concepts in
relation 10 a rger unit such as & topic or issue or diacipiine,
provides a way to visualise concepts and their hierarchicl relationsbips,
s 8 wisial map,

focuses on and externalises the learnens’ cognitive processes (thinking
pkillal. In other words i s 8 means to determine whether a srudent has

ot vty reand o heard the given material but can make some conorprual
sense out of ik

Figure &.1 Structure of o Concept Map

R
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*  chans the relationship between concepi.
*  isaschematic surmany or map of what the stadents are to learm or have
actually learn! (see Figure .11

Introducing Concept Mops

Students need 10 recognise object wonds stch an river, court, employee and
roenl words such an pdging, serving, typing.  Both these calogories are
concepls because they are labels for regularity in the meaning of objects or
events. They provide a meniol image for wornds.

MNote thay proper mmims are mof reganded as concepts as they do nod
fepresent labels for regularities in events or objects but rather are names of
specific people. events, places or objects. Limking werds show the eeliatiomsip
betwern comoepts. There s a0 mental image ssociated with these wonds, for
evarnple: in, that, for, are, becouse  However the selection of these linking
words i cruciel as they dictate the intent or relationship between concepis.

mmmmwmm-um

concrpisl through to subardinate concepts (more specific).

The propostiensl linkages between the concepts are revealed via the
linking words which the the ideas mgether and provide an avenue for
observing conmections. Again it needs 1o be stressed that these linking words
will dictate the intent or relationship betwesn the conceps.

The linkage lines on the map should reveal & movement from the

supervedinate concept i the subordinate concept

Steps for Introducing Concepl Maps (The Process)
To introduce concept mapping to students we follow the format below

L Introduce the shadents 1o the term ‘concept’ by listing some object
words such as ‘factory’, ‘office’, ‘housespouse’, ‘mock’, and soon. With
thirir eyes chimed, the students listen to the words and then are asked o
explain their reaction. Their response should indicate that the terma
cofjuts Up a picture in their minds. Thus, you would state that this is
cotrect and that they are object wonds

L Lism the lollowing event words: buying’, typing’, "washing’, “crawl-
ing’. and elicil & response from the students. Again the shadents have &
wistal phcture of these cuncepes which are Labelled as etemf wovids.

3 Both sets of words are concepts, that bs. they are labels for regularity in
the meaning of objects or rvents. They provide a memsal trmage for a
word,

4 List the fnllowing linking words, jor example: the, s, such, are, with
Ask students in indicate a respoanse to these Here students do mot have
4 mental image of the wonds in isolation. They are linking words and

e DR W
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they are used o show relationships between conceps. The selection of
these linking words is crucial as they dictate the intes or relationship
betwenn the concepis.

Omce the studenis have demorstrated an undesstanding of a concept
and a linking word the next step i for the studenss in groups o
brainstorm a list of concepts they have gleaned from & ploce of written
material. chserved froma video, or developed from listening 10a guest
spealer

These concepts are then mnked from sperondinae concepts which are
ther more inclusive and general concepts thinugh o whordinate con-
cepts {more specific concepial

The ‘propositional linkages’ between the concepts are revealed via
the linking words which tie the idess together and provide an
avenue for observing conmecthons. The setectiom of the linking
wotds is very important as they dictate the intent or relationship
betwenn the conciepis.

The linkage lines on the map always indicste 8 movernent from the
superordinate concept 10 the subondinate concept. This prevents the
concept map from becoming cluttered.

Proper nouns are sof regarded as concepis as they do nid represend
labels fowr regularities in events or abjects but mther are names of
specific people, events, places, or objects.

The drveloped concept maps can be put on overheads or phatooopied
and distributed 1o the class.

Implications for Teaching
r.'jm-pu-p!:hg;

encourages ik betwern kearmers which flaciliates metacognition

is an eificient and quick method for both lsamer and tescher to observe
havw comcepiual links are percdived by the learmer

is non-threatening bevause this strategy in less concermed with ‘Tighr
anawers - thete s no single right answer - no perceived compertitive
ihrear

unnwmrwmuwmmmnm
domain skills,

encourages co-operative group work and sharing of ideas and
o gheis;

remcrees anaiety that can be associated with individual praise ar crith
clsm and comcept maps can be openly companed and commented oo

DM ”
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focuses on links befween condepts rather than concentrating on detall -
this helps srudenis to ierpre: the objects and events bring observed.
stimulates both hemisphers of the brain;

viduals have pood memory for recall of specific details but recall of
specific visual images s remarkable, e g . locating a friend in s crowd

Common Pitfalls

A belief that concept maps can be developed correctly at the firs
Attt — most maps will need to be re-drawn, theredore it is best 1o
complete the map in pencil so abterations are easily made, or write
comorpts on pleces of paper so they can be moved around as the concope
map is modified;

A belief that concept maps can be used to explone a simple concept —
the essence of a concept map is to show the relationships between
CORCOpE

Where a concept map is confused with a block of terms lumped o
gether, a mind map or a flow chart;

Where a concept map does not have propositional linkages — these
linkages emable connections 10 be made between concepis and are

therefore crucial;

* A belief that & concept map is & sumamary of a given text — the map
portrays the linkages berween concepts.

*  Where a concept map does not kave the over-riding or superordinate
concept identtfied

A pplications far the Classroom

Pre-topic and post-topic concept maps: enrich the process of learning.
Planning lesaons. use a concept map bo determine the sequence of keas
andd identify the relations between them;

Identily changes as they ooour in a course of instruction, e the atm ol
the lewson will influence concepts 1o be used and studenis will be aware
o the purpose of 8 besson,

Promote etacognition. open debate and class and indivictual disoussion,
Develop links scross topics;

LR TR H—
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Encourages reflective thinking through massaging of conterit.

Helps 1o distinguish significant information fnam the unimportent,
Probe undemtanding of soclal situations

Reflect on adjsiments nesded 10 concept map when a paricular
concept s changed or deleted,

Introduce a new concept into o map and make the recessary adjustments;
Analysing newspaper arvicles through showing the relatomships be-
ween the concepts and summarnising the concept map - this can be
e crbive - sncourages deeper level thinking

Sheow relationship betwien conoEpEs in 8 number of newspaper aniches;

To extract an understanding of the conceptual relaromships in a text of
ather writien maberial

To show the relationship between concepls in s @lk or lectune,

concepd i pe can be used as refvrences for the development
of other wet tasks such a5 essays, reports, o,

Means for planakag an answer o questions for an sy oF repoit,
Hend i class as 8 peview of 8 topic o sk

To extract meaning from laborastory, studio and /or feld studies.

An euample of & concept map (see Pigure 2 developed by Judith

Mackenzie-jessor using the newspaper artiche ‘At loggerhesds on sues
environmental’ follows (sée Article &.1)

The Value of Using Coneept Maps

-

The concept map is.a method of chserving the way o student interprets
the structure of 8 subject, ssur, satement, piece of writing, lecture, e
The concept map tacilitates observation of the process of thinking as
well as ihe final product

The concept map provides s ready opportunity for the teacher w0
observe, question, discuss and offer positive construive remione-
et o imdividual students;

The concept map is a focus for the beacher 1o both lead and promote
class disoussion;

A poor concept map bl & good performance on a test of detail may
imcdicate that the shudent has rode learnt the material rather tham actually

understood and retained the content and concepe.

Incorrect links between concepes ofen reflect limited understanding of
the material, that is the stractire of the tophc his not bem asstmilated;

el il re
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*  Inaccurale concepts of lack of hlerarchical developrment could reflect
that oo detaf] his been understood;
*  The concept map is an indicator (o 8 teacher that set cbjectives have

been achirved. for example, similar concept maps suggest convergence
In the learning outcome by the whole class, while maps that are signifi-
cantly different suggest divergence and creativity on the part of atu-
dents,

*  Theconcept mapcan be used to complement orher swsessmment strategios

“Skinrry’ and ‘For' Questions

These ate “cognitive organisers” which facilitate the teaching to students of
the difference between lower order cognitive thinking skills and higher
order cognitive thinking skills (Bloooy's Taxonomy). In other words,
stdents distinguish between questions which simply require recall of
Information and questions which are more complex and require analysis
andevahuation Lsing the newspaper article on “sustainable development’
the inllowing quesiions (ould be generated

Skinny Questions:

1. Define sustainable developmen:

I  Distinguish between an industrialised western economy and a third

3 Give some evamples of ‘ecologically efficient procduction’

4 Identify the characteristics of an ‘informal economy”.

Fat Questiona:

1. Justify why governmenis in all economies should develop policies that
incorporate sustainable development

I Account for the difierent attinudes towarnds sustainable developrment
between developing sconomies and wistern econmmie.

a Pmnmuﬂ-ﬂmmmnuum*m
cally efficient production” in developing sconomies.

Usss of Skinny and Fal Questions:

L Students may resd an article or view a video and then develop thetr

own skinny and fat questions; these in urn may be shared with other
Rroups and anawersd

1  Snudenis may be given a task to do from a text. #ic, where there are
several questions. Part of the sk rmay be to select only thise questions
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which they regand as ‘fat questions’
3 Ressarch and Investigative' tasks can be commenced by students
their own Hst of skinny and fat questions which they will use
as thi basks of their ressarch.

4. Smudents generate quastions that could be used i a tew of teview.

Merits of Skinny and Fat Questions

Smdens are foroed W massage the malenal (conbend) in ander to come up
with the quesiions. This processes develops snd deepens their own thinking
ideathon skillk

Fartune Lines

A very imporant skill for economics students nvolves understanding and
anatysing graphs. In our experience many students lack confidence whan
ashad 1o amvwer questions based on graphical inlormation. Shalerits seem o
find it difficult to ientity trends and suggest reasons for trends.

Fortune Lines. » technique developed by Laurence Rush (19881, probes
students’ understanding of events by requining them o estimate and graph
thelr mypact on pre-determined criteris. Rush provides as an example the
siory of Lirthe Red Riding Hood.  Hi separates the story into ten somes.

*  Little Red Riding Hood sets off from home
e [iriie Red Riding Hood emiem wood
»  Litthe Red Riding Hood meets wolf

+  Litthe Redd Riding Hood escapes from woll, continues through wood

Figure 6.3 Fortune Line for Little Red Riding Hood 1




Aniin Forwth & i Mockes fw e

*  Listle Redd Riding Hood comes to grandma's cottage
"What big eyes you have’

What big aars you hawe'

“What big teeth you have'- wolf unmasks, pursues
Haemer emom, kills woll

Corandma found wnbhaurt in cupboand

One dimension that changes through the siory & Linle Red Riding
Hood's happiness. A child who understands the story might graph this
dirmension of criteris as shown in Pigure 6.3,

For a siudent who understands the echnique of graphing, any major
vatation from the form shown in the above figure would indicate s problem
with

Havw can this method help sconomics students? When confronted with
& list of economic events (in & newspaper article for imstance) students couibd
bee sk how thiese events may effect one dimension of the sconomy  This

coukd be reconded wing the fortune line technique of showing.:
*  animprovement #

* A woraming situstion W

*  nochange g

A specific sample may include the llowing events and how they
relie w the level of business rvesitmeni:

* & weak international sconomic environment %,
*  mrong domestic economic growth
*  highprofits
»  low inflation
- rhu‘lluﬂut-ﬁ.
*  large budgm duficits
By adapting this technicpae, teachers gain a rapid insight into a student’s
understanding of Individual events and of their effect on &
criteria. Once this process has been worked o number of times in & number

of diflerent situations, students have some undersaanding of the links be
twean the fortune line and the movement in a line graph.



and probe understanding by requinng students o carry out three tasks.
First, they must prodict the outcome of some event and most justify their
prodiction: second they ohserve and / ar describe what they see hippen, and
fimally they must reconcile any conflict between prediction amd dbservation.
An example of using this method in the sconomics classroom relases 10
students keeping up with changes in key data in the ecomomy. At the start of
the school year students are ashed o build up & data base on the Australian
. Then, before announcements of key data in the media they are
sk for their prediction and reasons for this. Next they are asked to necond
the acrual resubt and finally sy why or why not their prediction mached the
actual ouicome,
Table 6.1 is provided for students to summarize their notes

Torke & | Exomphs of Prediction-Observetion-Explonation [POE)

Maonitoring Unamployment in 19 __
Tl ity o
il wnces
Famdarmann Rocmam o Aot ' [
L) Pradicaan | Oheerved prncctnd
il ek

ARIRAN:

It.-...._.
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Purposes of POE Tasks

F 5

i

The POE task measures the ability of students to apply tnformation and
knowledge acquired to interprel svents.

Stisdents are actually pracrising what economises do, that is malking and
juszitying fonecasts.

This approach makes shudents responsible for keeping up-to-date with
data - they take responaibility for their learning,

Rather than leam the statistics in & vacuum shudents have o give
wpecific reasons and apply pertinent knowladge 10 4 real siruarion,
The last siep which fequires studenis o reconcile any discrepancy
between what they predicted and what they observed helps identify
any lack of student undemstanding. This diagnosis then assists students
o imyprove their understanding and corrert any misconceptions.
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Impﬁp.:ﬂtﬂ rule in raising sconomic growth and in tmprov-
ing a nation’s productive capacity. That is why the recent dectine in the
share of tusiness investment in GDP in Australa s of understandable
CONCETT 10 eoomiamic policy makers. Privite sector investment decisions are
Eeneally the resiclt of comples processes. Invesior ‘animal spirits’ have tobe
sccampartied by exhaustive financial analysis and detailed wechnical
focused om economic and commercial opportunities. All investments have
an eberment of risk amd, a5 & resull, some mvestmends lall. While risk can be
reduced by more effective management it cannot be eliminated.

Most compandes today use discounted cash flow analysis in thelr
dectslon making process with appropriate predetermined screening rates or
Investrment “earning powers’. Since the planning and operating horizons of
many efefgy investments are very bong, Shell uses long-iefm scenarios o
test the robuniness of invesitrent proposals 10 assess the risks involved.

The focus of this paper is not primarily on the process of investment
dectaion malking. it looks instead st the evonomic and technological lmgpact of
one large investment decision - the North West Shelf Gas Project -

The Naorth West Shelf Project s located on the Burrup Peninsula 1260
kilowwires narth of Perth (see Figure 7.1). The gas reservesane tapped via the
offshore North Rankin A Plaviorm, which (s located 1M kans north west of
the Western Australian coastal town of Dampier in 125 metres of water. A
second platiorm is now being completed 1o ap into the Coodwyn ol and ga
fiekd I3 lans 1o the west of North Rankin and it will be connected to it by
usdersea pipeline. The onshore facilities are bocated sl Withnell Bay near
Dampier and contain domestic gas meatment plants, three LNC processing
triins and various LNG and condensate storage and loading incilities.

Shefl Australia's interest tn the project is as & direct investor and as the
principal sharsholder in Woodside, the propect operstor. Shell International
s alser rechnical adviser to the project, drawing on its depth of international
experience in LNG prosects. [nternationally, the Shell Group has major gas
production, tranamisston and LNG interests workd wide, and it is the world's
leacling private natural gas and LNG producer.

The North West Shell Project is not & typical investmen) project for a
number of reascns. First, the magnitude of its scale is very large. The total
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Figure 7.1 Location of North West Shelf Gas Project

project cost is eatimated at $12 billon making it Australia’s single largost
Project spanned 18 years between the discovery of gas in the North West
Shedi and the first dolivery of gas io Japan " The thind lactor which makes this
imvestment atypical is the large technical and commercial risk involved. The
projec: opersies in @ difficult and hostile physical environment and the
wngimeering and technological requirements are most demanding,.

Howarver, before we get into a detalled tretment of these ssuos there is
& need to EVHEW S0 necessary background information aboul natural ges
and LNC.

© e e Moy [V P e Foge of o Besles Gand, Sen L Uewn, Spdvey
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Tha Importoncs of Notural Gas and LNG Today

MNatiral gas accounts for sbout 23 per cent of the workd's primary energy
supply, behind ofl and coal. Pypeline gas accounts for about three-quarters of
intemationally traded volumes and Bquefied natural gas (LNG) for one
gpuarter. While natural gas has experienced sweady growth since the 1920,
LMG in a relatively new fuel whose rapid growth has been made possible by
advances in a number of technologhes, inchading cryogenics.

Although the workd has a good spread of proven gas reserves in more
than &5 countries, many of the gas flekds are located far sway from markets
There are many wechnical difficulties in transporting natural gas across deep
st The comventional but expensive solution is s ship liquefied natural gas
Liguetsction of any gas reduces s vohume enormosly Matural gas can be
bquefied by cooling it to minus 162 degrees centigrade at

. This reduces the gas 1o about 1/600th of the original volume,
permitting it carriage by sea in special mnkens o distant markets where it s
re-gastfied and distributed through pipeline o consumers.

The effictency and cleanliness of natursl gas makes it the fuel of choice
boday et many industrial and commercial uses, inchuding power generation
which is a key growing market. Natural gas enjoys an advantage over other
fosall fuels in some energy markets because of s lower environmental
impact in use. Matural gas combustion produices no resid ual ash or airborne
paniculates, virmually no S0, and ltte MO, and of course. no radicactive
waslr
The workd's first commaercial LNG project began thirty years ago with
shipments ol Algerian LNG to the UK. From that modest beginning of one
millson tonnes supply per annum, ghohal LNG trade has grown strongly.
Lam year about 61 million tonnes of LNG were delivered around the workd.

The biggest LINC market is the Pacific market with Japan the dominant
buyer. Last year Japan imparted 39 million tonnes from seven projects in sis
countries. Future demand in Japan could mnge between 55 and 60 million
tonnes & year by the close of the century, depending on supply. In addition,
Kurwan and Taiwan are in the LNG market and their demand can be expected
to grivw. China has also signalled its imterest in importing LNG. so it is likely
that LNG demand in the region could be about 85 million tonnes by the year
2005, The conventbonal demand picture is quite bucyant.

What Does LNG Mean For Austrolia?

Nations kmporting LNG obviously get good economic value from gas 1o
mmeet their energy and economic needs. Exporting narions can also do quite
well as long as the projects are profitabile and well maraged.

At the endd of 1993 the North West Shell Project completed 306 ship-
ments tking cumulative exports 5o 17 million ionnes. Nest year the project
will achieve anmuaal plateau production of seven million ionnes of LING and
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it will generate abour $1 7 billion in revenues exchiding csrdensate sales.
rvestments are still continuing strongly, and this year the participants will
spend a further $570 million on the Goodwyn plationm and on shipping.
Australia now has 3 new industry o rank alongsice iis grest export indus-
tris much as aluminium, gokd, iron ore, wool and meat. When the project
achieves platesu production in 1995, L NG and condensate mles are expectad
1 earm about $2 billion revenue a yoar even ot ioday’s depresed prices. This

with total Australian wheat exports of $1.2 billion last year, and
wod] puports worth 529 billion.

Hoverver, figures on export samings only ghve us 8 partial under-
sanding of economic benefits flowing to 4 nation; what is nesded is a
rigorus analysis of those benefits. Such an snalysis of the conomic mpact
of the North West Shell Project wis carried out by Professer Ken Clements
and Robert Grelg at the University of Western Australis in 1991, Their
fineings (Clemnents Report’) suggested that in & typical year of the produc-
tion phase, the project boosts Australian expors by 3 per cmt, real GDF by
1 percent and increasss employment by 69,000 pobs. (Some of the original
pers g assuTmptions were updated by Clements last vear and they shiw
a further immprovement i sxporis and GDP.)

The Claments Report [1991)

The size of the North West Shelf Project intuitively suggesss that it shoukd
have a large measurable sconomic impact on the national and Wealern
Australian pconomies. This s confirmed by the econometric simmilations
carried out by the study,

The simuslations and research on the economy-wide effects of the North
Went Shell Project were carried out by Peter Hill and Alan Powell using the
ORANI model ORANI is a large scale general equilibrium model of the
Auntralian sconomy developed by the IMPACT Project (pant of the then
Industries Assistancs Commission) 8 the Unisersity of Mebourne. DRANI
was designed 0 provide & general economic analysis ool o be used by
government o gauge the impact of policy changes. 1t uses an Input-Cutput
type format o produce & compartive-satic anatysis of changes in key
economic vanables In other words it tells us what the equilibrium resul
would be following & change or a ‘shock” in & key svogenous varibie
working s way through the econormy.

ORANI was used to sirmilate the sconomic effects of the comstruction
and production stages of the North Wt Shell Project. For the purpose of the
aralyss it was assumed that the two phases were distingt even though there

! s Clmmniin il Riobesrt Cormigy, Foonosyer mpnct of dansrmaim's Pl Weal Shalf Prgeit,
Ewporimest of Eeontnics, Unsvarsly o Wistein Assralio, Clctobe 1991
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s comsiderable overlap between the two stagem.

The capital expenditure in a typical yoar ol the comstruction phase was
calculated as the present vahie of the investment stream (ncurmed and
planned) divided by the number of years of that phase The typical year's
invesimeni was then broken down info expemdinmes fof esch supplying
Indusiry. The sirulation took the form of measuring the impac of the
investment on the sconomy while holding all other exogenous varkables
constant in ihe model The macroeconomic effects Qowed directly and
indirectly from the size of the investment in the project and from the
wuhwﬂhﬂﬂﬁm The construction phase

investmen: expenditune & large stirrnidus fo aggregate detnand
which in turn has positive effects such as job crmation and negative effects
such a8 higher inflation which reduce the competitivensss of export and
gt cormpeding industries.

When all of these effects are aggregansd, the final impact on variahbes,
such a5 cutput and employment a5 a fesult of the tonstruction phase, 1s
smaller than that of the production phase. Aggregate exports fall by 1 per
cenl and aggregale bmpors rise by 0.3 per cent leading 1o a decline in the
balance of trade. There s no increase in Australisn GDFP, There is & small

Toble 7 1 Mocrosconomic Efects of the NWS Praject
[por canl deviation from wiation with ra N'WS Project]
Phose

W arsskle Coniiructioen Produdtisn
Caonienm Prics Indes Qe 173
GOR Delloion an 199
Hmal Housshold Consumgphon 001 oee
Rmal Tl Irswmatemmrit ora .38
el Privats inveshmer: 1.58 A.78
Bl Gomrnmend Espmnclibre o.m 078
Aggregoes Expom 093 .00

Forsign cisrenry sr|
Aggregrate impurhy 030 L3

Fovmign currency vobus|
Chomge In Batonce of Trade o1 0.4

% of GO
Wl C0F 003 1.0é
Enal GHFP e 0.4
Naal Wige sk 009 0.89
T et med Carmag. 1 571 -

—— =

t
E



incTease in Western Australisn Gross State Product (GSP. Employment is
boosted by about 6,000 naticnally, with 5,700 of the jobs located n Western
Australia (see Table 7,10
In contrast, the production phase entalls o major increse in exports, 6
in the balance of trade and & substantial increase i national
output. In a typical year of the production phase of the project, Australian
exports rise by 3 per cent, and although mmpors also rise. there is 4 pet
improvemant in the balance of trade by 0.4 per cent. The real exchange rabe
also rises. Australian GO in the production phase rsss by 1.1 per cent and
employment by 68,000 jobs. The effects on WA are larger, with GSF projected
1o expand by 12 per cent and employment by 90.000 jobs.

The effect of the project on income and jobs is much more pronounced
in the production phase than in the construction phase. This is intriguing

Intuitively the riverse should be expecied because the construction
workioroe s langer than the number of peopie dimctly emphoyed in operat-
ing the progect

Cletrenis says thai the key 1o undersanding these resulis is thai the
construction phass should be likenad o an aggregate demand shock. This is
becavne it is assurmed that there 18 no production from the project during the
construction phase. The increwse in demand leads 10 & rise in the CP1 and
GDF deflator, indicating & mal appreciation of the exchange rate. This
amerania 1o 8 lons of Australia’s internatkonal compatitivensss.

The Clements stiudy clearty shows that the North West Shelf Project's
production phase is highly beneficial to the Australian sconomy in terms of
employment and come Ciher benellis inchude contribnsiions. o govern-
et pevenues. The kbest estimates by Clements has royalties to stabe and
Commonwealih governments growing from $8 million in 1989 1o afmmd
$240 million by 1993, In excess of $81 million is paid in payroll tax 1o the
Western Australian government over the lile of the project. There are harther
comiribuations by way of customs duties, fringe benefits tia and corporale
income tax paid by the joint venfurérs.

Behind these figures ane other real benefils. Total Austrablan comtent is
estimated al over 70 per cent which has led 104 diffusion of opportundties i
Australian maniiscturing and engineering. A stusdy by the Allen Consulting
Croup® sudy enumersies the successhul ransfer of advanced technology.
the ralsing of local firma” capabilities through joint venfurss covering LNG
plant constructhon afd sub-sea technologies, and the rising of workfore
skills in quality management. industrial relations and, rmost imporant of all,
safrty. The Allen Report estimated that the project had spent more than §70
million on research and development About 20 establishments were carry-

b il Commilteg Gemap | DPF Fhorts Vet Sl Ui Proojert Dsiryremst Opgarbosiisn desd
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ing out in excess of 50 research projecis in & wide range of disciplines
inchating meteoralogy, ccranography and seismic interpretation

Local communities alno benefit. The Morth West Sheli joint venture
participants have invested $250 million on project infrastructure in Karratha,
the rearby township of Dampier and the Burrup Peninsuls. A funther §72
millbon has been spent on comtributions o comeranity infrastrocnne, includ-
ing hospitals, schiools, roads and alrpon works.
Managing Risk ond Uncertointy
The foregoing is & sarmmary of a ramber of posiidve effects of a large project.
Whils there are many positive benefits for the sconormy the risk asstimed by
sharehalkders and others connected with the project can be high and they
st be mana ged,

Albough LNG ischnobogies ane robust and proven, the sophistication
and complexity of liquelaction technology, combined with the magninade of
a world -scale LNG plant, presents a lnrmédable engineering challenge The
logistic challenge of bullding » large LNG pland is most demanding. For
example, during peak production the North West Shelf Project required a
workdoroe of over 4,000 to build the plant, inchading the installation of 270
kilomettes of phpe and 5500 kilometres of power and instrument cables.

whnhMﬂmwuﬂhmdnml
mast Expenslve components. The MNorth West Shell Project now has three
Hguetaciion trains in operetion. Esch process (lin (Rt & cryogenic heat
wmm#:m%HMIWM

compressors driven by 30 MW gas turbines and an air-
nuﬂhmrﬂq-hﬂwﬁlnﬂumhﬂmumh
exces of §1 billion o baild.

Because of the high costs and long lead 1imes, commercial sk also has
to e managed. A joint venture operation helpm o spresd equity and the risk
armengst many players. Risks are of many different kinds including project
comphetion and project periormance. Risk goes beyvond ihe joini venirems io
cover contracions, lenders and

LNG projecys genesaily follow & certain pattern of capital expenditure
which is mirrored in rising levels of financial exposure until production
commences. After explorstion and apprasal dridiing have sstablished that
reserves are adegquate 1o sustain relisble supplies of gan, feasibility shudies
are underaken Marketing and financing studies are then commenced.
followed by project definition which leads o & ‘proceed /stop” decision.
Following a decision to proceed, projects involve four to flve years of intense
design and construction activity before production begina.

Levclers play a vital mole because the scale of LNG projects & so great
thast joint venturers by themsebves will not have, or will not want 1o outlay, ali
the necessary finance. Lenders need to be satisfied that the project is basically

L] TS "I
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Mﬂjﬁmmwﬂuﬂhﬂddﬂh_
and income streams are

The commarcial riaks for an Mp*ﬂnhhhﬂﬁplﬂmﬂ
vohame. Projects which appeared economic and profitable at the start of the
196808 risked becaming marginal as prices fell later in the decade and at the
end of 193

Volume risk s distinct from price risk and refers o the ability of
customers bo abwarh production. Lenders can be expectad o acoept 8 cenain
sales price risk They would be relucunt, however, o ake on
volurme risk and they expect buyers 1o commit fully to the coniracied
volumes. 50 take or pay’ and Hmited Rexibility’ arv essential

A project would find it hard to sttract finance without kong-term sales
contracts covering the full production capacity over the term of the debt
repayment schedule and beyond. Typically these contracts have to last 20
YEars of mode

Conclusion

To conclude, projects such as the North West Shelf can bring tremendous
benefits to the nation disectly and indirectly, but they are extremely comples
and high risk. Whilst mosd of the risis ate borne by sharehokders and those
connectied with the project, the benefits are diffused through the sconomy.
Other rosource projects, small and large, also genarate scomomic benefies
comenensurale with their size and

Australia is in the process of diversifying its sconomy, with solid gains
recorded in manufacturing and service sxports in recomt years. Whilst we
applaud these achirvements we should not ignore the very real sconomic
and technological contributions from Austmlia’s resource investments.
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INVESTING IN TRADE WITTH ASIA:
APEC, GATT & ASEAN

PAUL O'CALLAGHAN

Ithl pleasure 10 take part n Boonomics "4 and share some thoughts with
you today. Let me say af the owtset that | regard the role of ieschers at all
bevels of our sducation sysiem as a critical one in mesting the national

challenges | see ahead of us. We face major changes on a global and regional
bevel, as well as our own internal ones - particularly in relation o the

Thr challenges we Esce a8 & nathon are even keener bocaime we have had
such an msulsr sconomic history. This has pervadad the way that even our
youngest peopie think roday.

Omie of the biggest challenges Astralia s alrendy lacing is the relative
decline in both its pobitical and economic influence in the Asia Pacific
and the relative dectine of our living standands compared 1o the wealthies
Asian countries. Singapore has already pasted us in GDI® per capita.

For a country which until recently saw itsell as the advanced sconomic
and cultural outpost of Europe in Asda, this s quite a shake up. | am not here
referming 10 racist views bul rather 1o the long ingmined perceptions of
ourseves and of others that developed over 150 years as a real or de factn
wnembser of the Hritish Emgrire. Those views wrere eeinforced by our aid donos
safts o Asban Countries.

You may be surprised to know that in my 20 years of regular visits w
Asla, | have soen little change in the way Australians come across 1o thirir
Asian counterparts. Completely without intention in most cases, there is a
common attitude or tone of superiority. | have seen this among the most
highly etucated Australians as well as the business and other groups.

O course, such perceptions are not shared by those we mest in Asda.
Australia is still seen as a farm and quarry. The most common questions
asked of us arv about koalas and beaches and incrossingly where are the
good casinos! We are seen as not especially bright. not st all hant working,
not cutwiard looking and rather loud mouthed. I short, noe like the image
of & technologically advanced, brain-based economy with talented people.
Perhaps this & not surprising as long as the primary commodity sector
accounis for the bulk of ouer oormmeroe wiith Asla.

As | see i, cur biggest challenge i to position curselves within Aus-
tralss b0 be able to generaie suffickent national wealih 1o ensure nsing living
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standards. This is not fust an issue for current business people, politicians,
professionals and bureaucrats. [t is very much an issue for teachers - at all
levels of the education system. Wealth generation i first and foremost about
propie developing their kieas into creating wealth in any of 1000 ways.

Australia newds 10 achleve a more business oremied and expon o
ented younger gerveration as quickly as puasible if we are 10 keep up with the
external changes occurring, One of the hundles here s that too few young
Australians are disposnd wwards a career in busines.

In & recent survey of Australian and American high school gradiuates,
both were asked a series of questions about thetr views on 8 lunure career in
business. Owver four times more American gradustes said that they would
ke b0 go into business than iheir Awtralian courderparts. In respohse 10 a
questhon about how many would aim fo become an ower of 2 business, the
AP was even greater.

This problem han been retnfonced to me ih recent Inwrviews | have
underaken in the retall industry. Mediwm size fimmn report that they have
difficulty bn attracting talented high school of university graduates to com-
it themselves 1o the industry. They comment that anything which involves
direct denling with cusioiners in & shop sppears 1o be seen as very down
rrarket compared o working for banks or other large firma

In oecher o et Airalia’s economic and socisl challenges, we newd
changes in attitude from all sectors of the community. Even though only a
semall part of the population is ever directly exporting, all the supplien of
goods and services io them have a major impact on their sbility 1o compete.

Becauss Australia is an open economy, we need to have mone of our
young people appreciative of the noed for Awstralia 1o be globally competi-
tive snd W be able o operate a1 a high standand in internanional markets.
This muwns being more sxposed 10 the attitodes and skills needed in the
business community . Students nesd 1o understand why theis own and their
children's living siandands depend on 4 seocessiul, competitive internation-
Afly-irienibed usiness culiure

Im primary school, this approach means both encoursging the students
to be tnberested in foreign countries and 10 lnam foreign lngiages and also
inchadies references to business in the resource material Af sealor secondary
bevel. it means developing the economics and commence ourricuhum o
inchade focused material on Australia’s corporate involvement with the
world Atboth levels, the resources of recent magranis and of firms within the
district can often be drawn upon to schieve results. These ldeas need 1o be
nurtured views through into the TAFE and university syssem.  Business

shoukd be brinaght in as tar as possible in designing these materials
Investment in Trode in Asic
Trade and invessment can only oceur within pobitieal and legal boundaries
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set by governments. To recall why political boundares count, we need only
think of the ‘beggar thy neighbour’ policies of the 1990s, in which the world
turnicd wway dramatically from international co-operation,

Dnly ome year ago, many peophe were worried about the ouloome of the
7 your ald CATT negotistions, the Liruguay Round.  You may recall the
Prime Minisier's eifors on a visil o France oo encousge tha government o
ackop an inbermationalist rether than a parochial view

The business comemunity was intenshoely involved with the Australian
povernment in managing these GATT negotiations because they came down
to acvess of Australian goods and services W Foreign markets. Withouwt the
political agreement reached in that Round, not only agriculure but many
ofher industry aneas woukd have been stymied in their efforts 1o expand
exports and investment For Australia, the agreements on insellecrual prop-
ety protection, om sanitary and phylo-saniiary messures, saleguards and
ant-dumpling all create impartant potential svenues for exporters.

APEC [(Asio Pocific Co-operaton)

Regional efforts on the trade and investment agenda by the Australian
pervemment have alno been substantial over the last S years. You will have
heand about APEC, which was an Australian initlative. AFEC includes
Morth Amwricaand all of North, Bast anc South Bast Asia. This bold idea was
Pt forward by Australls because:

* I would hetp fo lock in* Australia to the fast growing sconomies of the
fegiom,

= It could improve our access to those markets, which already accounted
fat 0 per cent of exports,

*  to push for liberalisation of trade, investment sand finance fiows;

* 10 case the growing sconomic tussle between Japan and the USA

APEC was never intended to become a trading bloc. The high bevel of
trade, investment and finance Nows as well as technology flows betwien
Japan and ihe EU om the ome hand, and the USA and the EL on the other,
muke etther ks APEC or & yen bloc most uniikely.

Having watched the whole process from the Prime Miniser's fioating
of the idea in Asia through two years of negotiations. | believe thar APEC is
an schievernent 1o be proud of. It was the right ides at the right time, bun i
also ook a great deal of artful persussion of many governments (o ‘come 1o
the party’.

Sowre say that AFEC has yet to achieve major results. For me, it is a
major result to have the whole regional heads of government attend a

to discuss an agenda for tmade and nvestment heraling:
thon. That occurred kn Seartle Last woar and Indonesta will host the nest one in
Pt
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A anyone who has worked i Asia knows well, a great deal can happen
once the various parties are lking openly to one another. Sometimes, a8 in
the case of the first meeting of North and South Korean Presidents, the lact of
a meeting occurring at all is a big step forwand.

However, there 1s & much more positive political commitiment within
APEC. The focus of all work under way within this organisation is on how
barriers bo trade and investment can be brought down. W seed to recall that
barriers 1o imports and investment are not merely sconomic decisions by
governments.  They nelate to core issues tn the way that governments are
formed and remain in office. Whare, for exampile, the primarny source of tax
imcome derives From impont duties, 2 bs not @ simple ek o commit your
government to phasing these out within 2-3 years. These revenuies will then
have ta be raised from corporate or individual souroes.

The reascn for opeimism on the APEC liberalisation agenda is that most
members are fully commined 1 opening their economies in a way which
would not have been expected 10-15 years agn. Because a significant share of
their growth has been pushed by high export growth, their leaders have
become incroasingly internationally oriented. All sccept that in exchange for

their acvess to other markets, they must be prepaned o conosde
changes in ihelr 0w arTaRgeInE.

This political sceeptance has led 1o progress In negotiations for 2 tmde
and investrment code in APEC, which woulkd estabiish comparabie standards
im many areas. Australlan business people are enthusiastic shout the direc-
thoms which AFBEC is @iking i these ateas because they will open more areas
of business for the most compertitive Australian firms.

ASEAM |Association of South Eost Asian Nations)

ASEAMN is the other significant group becase it has shown & resilience over
nearly three decades and an increasing foous on economic isues. Until the
late 19808, pcomomic co-operation among ASEAN members was very limited
and their share of intra-group trade actually declined from 186 per cent in
1985 to 174 per cont in 1990 There was also mintmal use of the ASEAN
Preferential Trading Arrangement by members in the 1960s

Bk, in bhe ma by 190 ASEAR governmesits siw & free mede sgreement
as desirabie to respond 1o increasing irade and investment Aows among
members and 1o incTvase their benefits from foreign vesterent. In 1992, an
agreement was signed which includesa neduction of tanffs on manufacturned
goods o between (-5 per cent over 15 years. The scope of this ASEAN Free
Trade Agreement LAFTA} agreement i tmach more limited than the North
American Free Trade Agreement, but it has aiready impacied on investor
thinking abonut the desirability of locating within ASEAN economies.

The so-called Commuon Effective Proferential Tanif (CEFT) is the maln
component of AFTA. Under this, 15 product groups weee identifiad as bems
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et hawe a rapid “phase out’ of anifs. Textiles and electronics acoounied for
the bulk of thess iems and it s important to note that Malaysia - Singa pore
tracle, sccounts for the overwhelming majority of this trade.  However, in
almost all cases, trade in CRPT iterrs - ewcluding Singapore is small in sach

AFTA is not lkely v have a big impect on intre-ASEAN  made.
Malaysla will probably derive the greatest benefit of the six members be-
cause it has the highest share of intra- ASEAN trade.

ASEAN 's trade liberalisation effors have been lar from radical through
AFTA even though most of its tmembers have made substanial unilateral
reductions in border pritection in recent yoars. But 8 number of major
foreign firms have noted the desire of ASEAN govrmmments 1o work mere
co-opemtively in this ares and have sought 1o negotiate their own trade
arrangements difectly with the group in exchange for promises of substan-
thal diret investmant hroughout ihe 19908

Ome important difference between the AFTA and APEC agendas o
date s that only APEC has been charied a course well beyond tarkfi cuming,.
APECs work now inchudes other areas which are often regarded by firms an
equally important as tarifis - harmonisation of standands, reciprocal recog-
nitiom of tests and certification of products, removal of barriers on foreign
investment and rules for fair competition.

Canclusion

Australia has the potential 1o galn in many ways from closer econaomic
interacton with Asla. Al present we have a tiny share of foreign invesd-
meil in the region and, apart from commodites, 4 small presence in
manufactutes and services. But the outlook for competitive exporters and
for imyvestors in the reghon is very bright and Australian firms of 81l sizes are
respunding to it

It is not hard o see why Ansiralisn visiors o most Asian couniries
refurn optimistic about the potential for imvolvemment by Australian compa-
ndes. The rapicd ewpansion of manufscturtng indusery in the Newly Indusir:
lalised Econormies (NIEs) and ASEAN is dmwing in inputs of goods and
strvices from all arcund the woithd. The demand for infrastrocmune Eoth
physical and human) is great and the affluence of the rising middle class is
driving demand for & whole range of foreign consumes goods. These are all
aress in which certain Auvstralian firme have

Another foature of recent change has been that investment on the
ground in Asis fregpuently enables a firm to become more sucoessiul in the
market Marry Australlan and other forelgn firms have found that withoti a
locsl presemce in these Aslan markets, it is very hand io secure @ position
within the local industry. The fact that many medivm size and smaller
Bumpean and North American firms are pursuing this strategy has in-
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creaned pressure on Australian firms.

The lesson in this rend for Australian firms which Hrmrﬂr‘:
selling from Australia through agents is that, in many canes, they will
their market position declining in the 1990s aa these other foreign firms
becoamne more establishod with their product range customised o meet local
demand.

Finally, the oy to sustsintng an Australian sdvaniags within thess
rapid changes s the attirudes and motivations of sur younger people. [urge
you fo dssist thern 10 adapt 10 this changing workd and to develop a commir-
e 1o excellence in whatever they do. Your influence will help Australla o
meet this groat challenge



CHAPTER 9

ASSOCIATE PROFESSOR CURT ANDERSON

ASSOCIATE PROFESSOR OF ECOMNOMICS
UNIVERSITY OF MINMESOTA

Curt Anderson i Direcior of the Cenre ke Economic Educaion and
Associate Professor of Economics at the Unkmrity of Memescio [Duluth]. His
teaching ideas have appeared in the Journal of Econamic Educaton, College
Teaching, Great ideas in Teaching Econamica and The Senior Ecanomist. He
has received awards from hiv univenity and the Jaint Council of Ecanomic
Edwcation Mational Awards Program for i coniributions jo sndergroduale
economic aducation, During his visdl ko Auralio, Asscciole Professor Cunt
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conomik development and environmental profection ane often seen as

opponing goals. Timber harvesting threstens the habvitat of spotied owls.
The burning of fossdl fuels, which provide energy for indusiry, s inked o
global warming and acid rmins. The garbage grmeraind from the goods we
wse fouals onar b andd waber and stsffs our Wndfills Wilkderness areas are
converted into resorts with condominiume. Chemicals, heavy metals (mich
as eeroury), CPCs ichlomdiuorocarbons), diowins, and wuclear wastes ane
procuced which the environmeni has latls  any natural processes o absorb
withouit significant darmagy.

s this the way things have (o be? Musi the nituml environmend be
sacrificed of ignoned to gain addizional s mounts of goods and servioes? The
Anirwer surprisingly & no

Tenmomic development based on degrading the nancrsl environment is
unlikely to be susisinable The enviromment provides many nesded -
sonarres and valuable services 1o the scomomy. As it becomes degraded (soil
eroded, resounces depleted. water comaminated, habiisi destroyed, scenic
beauty marred) i bevomes liess able to support & given level of sormomic
activity. let alone any increnses. Protection of the envirmmment or our namurml
capital is thus a necessary pan of 8 sustainable development strategy.

O the other hand protecting the enviranment cannot often be ensured
unless prople’s basic economic newds and wanis are firet satisfied Until
economic dirvelopment has procoeded snough 1o satisfy these, it is uniikely
that a sochety will choose to devobe many of 1t scarce resources 1o environ-
rurntal protection. Ecomomic dievelopmeni allows a sockety w0 produce maone
of all products. including more srvironmental quality, In face, the most
heavily polluted cithes in the world are not in those countries where produac-
Eien i the graatest, buf rather in less developed countries! This, econofmic
development is Hiely necessary 10 promote better environmental qualey.
Figure 3.1 helps to lluminate these points.

A Model of Production Poasibilities

At any point in time sociery may devote i resources 10 the production of
many different producs inchading consumer goods and services. capital
foods, o envimnmental protection. Because these nesources are scaroe (that
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s, the amount of them available o use i fimite or limited), only certain
combinations of these products can acrually be produced.  These feasible
alternattves may be ilastrated with a producton presiiilites curve such s
shawn by it solid line, Curve 1in Figure 9.1 Thiscurve divides abermatives
Into two categnres. These which are feasible 1o produce are all aliernatives
o of below thé curve such as A and [ and those that are nol are all
ahernatives outskde the curve such as € Soclety may choose any altermative
which is feasible, but will typically want 1 choose an aliermative on the
possibllities curve since po matier which allemative one picks
inshde the curve (such as [, it is always possdble 1 find an alternative on the
curve which yiekds more of both products ach as Bl
At first glance this curve seems to indicate cxactly the message sag-
gested by the examples above. chooming groater amounts of comsarmer and
caphial products means les resources are available to protect environmental
quality (comparing alternative A 1o aliemative B But, while this is gener-
ally irue a1 & poink in ke, it s not necessarily troe scToss b,
The cholces we make today afiect the beasible aliernativis wie will lace
in the fature. For scample, using our nesources today ko prodoce cajpital

Figue 9.1 mmmm j
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pocds mans we will likely have a greater ability o produce products in the
fuiare. |n other words, the machines and factories we bulld ioday will enalis
us i5 be mone productive tomorrow. In & similar manner, devoting some of
_mwhmMMEnmm“ﬂﬂ
alirrmatives iomormow. For examiple, preserving blodivernity may reap the
rewards of newe drags and medicines in tha future, as well a srengthen the
abiliry of the environment o adapt 1o changes imposed on i Improvisg air
gquuslity can lesd o greater crop vields and less need for resouroes o be used
in the heaith care industry  Maintaining 2 stard of trees or stock of whales
weill allow these resources to provide sustainable fows far into the future.

Economic growth occurs when & sockety is able to produce 4 greater
amount of products.  GCenerally this i achieved through technalogical
advances which aliow the same resourres 1o produce more or through an
incroler in (he amound of sowrces available. Bconomic growth can be
lusirated by an outwand shift of the production possibilities curve (see
Curve 1.

Point A on Curve | represents o situation where sociely devoles rela-
tiwely litthe of its resowrces 1o protecting the environment. 1 the envinonmeni
i large and ifs services abundant relative wothe economy, this may keve lirde
megative impact on it.  For mample, prior to the 20th century people’s
bncreasing dermands for goods end services had o greater naterl esoune
demunds and inevitable waste flows. However, given the imamensity of
resource stocks and largely organic make up of the wastes, the environment
could easily meet the resource needs and assimilate moss of the wastes.
While there werr certainly cases of environmenial problems (open sewers,
coal soot, dumps, and deforesintion), these were largely very ocalissd.
Under these conditions devoting few resources 1o the protection of the
environment would have lifile adverse impact on future economic chaoices.

Hewever, if the environment stars to beoome degraded from lack of
prrotction (that is, the our siock of natural capital, becomes worn out or used
up) this could reduce sachety’s ability to incresse the smount of products it
produces (Curve 2 shifts out, bul not 2s mach as shown) or even lead 1o lower
production posaibifities in the future (an inward shift of the producthon

curvell. To avoid this, society might consider choosing an
aliernative mich as B. This chokoe devobes morne fescurces o the protection of
the enwironmment and thus enhanoes the potential for sconarric growth.

With economic growth the economy may move from B iday o C
tomarrow. Such o path over time yields soclety not only increased consumer
and capital products, bur also incressed prowection of the ervinmmmen
Economic development does not come 81 the expense of envirnmental
quality, they relniorce each other.

But can an outwand expansion of the production possibilities curve be
sustained indefinitely? What about simply maintaining & point sch ss C
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indefinbiely? U there are lmits W growih leither from running out of
rescurces or turning the planet into one huge, uninhabitable waste dumpl,
will sconomic growth skow and the economy reach 4 stesdy. sustiinable
state or will the sconomy continue 0 grow past these it and collapse
The answers to thase questions requine an understancing of how people
working through markets decide D use resources over tiine.

While economic activity certatnly places demands on B environment,
proper of these demands can ensire not only sconomic devel-
opmeent bt environmental protection s well  Proper mamagrenent, hov-
ever, requires that all the costs of our choloes are fully reflected. This has not
been in general the case in the past and s the economic root of many
environmental problems today. Simply put, the cosis of using the fesources
and services provided by the environment have nod sdeguately been ac-
counted for in our marke: economy. For example. mergy production oosts
seldom fully reflect (he damages associated with scid rains, akr poliution, or
global warming Wood production costs seldom fally reflect the loss of
habitat or biodiversity. As a resull. sconomic developrment has (o some
degres come at the sxpenss of environrmental

O imiporiant mole of sconomisis is to describe thess cosin, mearere
them, and discuss policies which ensure that they are laien into sccount. I
this is done the chanoes of sconomibc and for environmestal collapse are
greatly reduced while the chances for sustiinable development are greatly
increased.

Summary Points

The following is & summary of discussion points of the contribution of
economis in analysing environmental problems and offering allernative
policy solutions.

The Environment and the Economy
Why economics?  Ecomomucs deals unth satisfying socicty s tiarits and needs
i the face of scarrity
The good news: *  The environment provides natursl resourcen (ma-
terials and energy) for the producton of goods and
services.

* The environment jsovides Rumerous srvices:
amenity, Hie-sippon, sssimilstim of waste flows.
Reality. = Physical laws cannot be asmumed sway
®  The ability of the environment i provide resources
and services is limibed
*  Trade-offs appear when this Kmif is resched.
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Cetting the Mosl Vilue from Natural Resourves

Why ecomomies?  Ecomomics provides @ criterts Gallocative efficiency) by
ushich uss of P emeurosmnent wany be ddss il

The good news * A valueless criteria in the semse that it does not sy

what individusls should or should nos vahae, it

only sys thei resources should be allocsted 0
those uses which sockety values most.

* A commaon sense criteria which says io welgh ihe

berelits (value recetved) agaiimt the covts (value

fategone),

Eeality: * Not a valueless criteria in the sense that & very
partkulardefinition of ¥ alue (hased on willingess
and abrilsty 1o pay) is generally implisd.

e Wany other critena exist

The Ecomomis Roois sf Eavimamental Problems

Why economics?  The source of mumy ewmiremmendul problems are armsemic
{the reamll of hone socicty goes about satisfyimg its iamts amd
menl).

The good news: = Under ideal conditions (well-defined properiy
rights with competitive marketsd, markets can au-
romatically produce the allocatively efficlent
arrumts of all produces.

*  Environmental quality is a produoct.

Realiry: *  Mdenl conditions rarely exist in the real world.

*  Property rights t0 use many natural resources are
not well-defined: private ownership does not exist,
envirommenial quality is a public good, and swter-
nal benefits and coats are common.

. Tuﬂhm“lﬂtmml
quakity.

Finding Environmental Solations When Markets Can't
Why sronomics”  Ecomemics provades the tonls o assess the henagits and costs
of actwms whrch offert the eneirommmi,
The good news *  Benefit-cost analysis may be used to determine the
efficient amount of environmental
quualiny

. ‘waluses which cannot be

in markets can skl be estirmated and taken ino
aComant.
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Heality .

Envirenmental effects are mot well- known {uncer-
Lalnty exisisl

*  Boonomic valustion technigques are not slways reli-

able
*  Dheciding hew i acoont for hanure vabues s difficult

Implementing Environmental Solutions

Why econamics?  Even f coomermic critersa are mof wund to determrine the rghi
Ievel of enearonmenial quality, ecomomicy shiil provades in:
sight on how 1o achicoe @ chosen level in the lesst costly
raarmer possinle

The good news: .

Sommie nvvironmental problerrs coukd be salved by
better defining property rights and relying on pri-
vate negotations and the courts.

Market based solutions (such es emission charges
and tradeable permits) can achieve s Chosen lrvel of
environmental quality in the beast costly manner
Propeny righis o many naisral resountes cfno
e sdequately defined.

The cosin of negotiating of count sty can be very
mwmw:mh:ﬁmphm

approaches are seldom cost-effective.

- ]h;u_'r
#  fdarkei based sohutions are not ussd as tuch as

they could be.

The Managemeni of Natural Resource Stocks

Why economics’  Ecomomiey md only denis with the allocstion of resosrce at
& proint im Cime, bt alva @cross tier.

The goosd news: "

Marked prices can and do reflect growing fesoufce
Aty

COMSETYSTIIT, TEMMIRDE
l-qpu-ﬁwum nl
previoualy uneconomic deposits.
Price increases are mitigaied by new discoveries,
tex hnological which lower extrac-
tion /harvesting coss, and the development of new
substiiutes
Rining prices often lead 1o thefficm! governmental
inberyention
Market imperfections often kead 1o resournce explod-
tarion and inetficent pon-tntervension,

na
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Ecomamic Development in a Finite Envimament
Why sonomics?  The futurr of the enérommaent will dapend am how if s wend

The good news: .

Recycling not only reduces the amount of wstes
Pt back into the environment, it also provides a
source of additional resources which helps con-
serve nanural resources.

Economic development tends ho slow population
Erivwth

Ecomomic development amd environmental pro-
trction are dependent upon sach other

Recycling s costly in terme of nesources required for
collection, ransportation, processing, and sorage.
Warld population is growing by 1.7 per cent per

VEAT.
Markets are not likely 1o lead o sustainable eco-
namic development unbess all costs of natural re-
source e and disposal are reflected in market
mupply and demand curves
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SHARING THE BENEFITS OF GROWTH:
TRENDS IN INCOME DISTRIBUTION

DAVID JOHNSON

Australian economy is now well into its recovery phase. In compari-
san b recaversss from previous recesskons (@ has emerged leaner, more
commpetitive and more diversified but also with @ mach higher level of
unemplayment snd greater dispersion of incomes, of inequality, The period
of the 1980 which led up to the last recession was one which saw hudamen-
tal changes in both the Ausiratian economy and economies overseas (OECD,
1994 The changes in Australis have been concerned with liberalisation of
thee eroniomy ithe removal of restrictions in the financial markets, the produc
mariets and mont recently in the labour markets). The changes in the
econamy have been concurrent with changes in the political clitmate (see
Kelly. 1WD. Acconding to Kelly both major political parties scoept that
contirssd Hberalinarion s necesary.

A matter of great interest is the extent to which the projected growth
in the economy s shared. Some comamentators have suggested that the
increase in inequality, observed in the |980s is the resull of liberalisation.'
Will growth in the 1990s recduce the level of ineguality or will it be bough
with further widening of the gap between the haves and the have nois?

In the remainder of this infroducony secthon | discuss the meaning of
growih and its relationship o inequality. In the following section | review
growth (messured by movernents in avernge per copita income) and income
irequaliry in recent thines. The product of the aversge income and itsdistriba-
thon provides a measure of the well being of the society as a whobe and is
known as sicial wellfare. Recent measaares of social wellare are reporied and
finally the discusaion centres on the influences on the distribution of incomes
s the economy climbs out of meceision and inko the mediam perm.

The Meaning of Economic Growth ond Inequality

The most conventional messure of economic performance s real GDP per
capizs. This is the average vahue of the production of goods and services by
thi ecomary in & year 1t bs & measure of performance in well defined markets
and therefore encludes many things which comtribute 0 the standand of
liwing bast which are not traded. such as activity in the housshold sconomy,

s Tomsiers, 1794, 5. 107 o
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the state of the envirorment, culniral end artistic sciivity, palitical ireedoms,
the level of opportunities for future growth, the peychological well-being of
the country and 50 on. In Sen's (1992) erminclogy the space of measurerment
s restricied 0 income. However, provided these other stiributes of the
standard of lving move in the same way as market income then real GDF per
capita will be 3 reasonable measure of the sconomke periormance of the

Partly becase of the things which real GDFP pef capita dioes not inchude
{some of which have been mentioned) most observers believe that the well-
being of the country also should depend on the distribution of well-being
armomg is members. Conventionally, among distribumion medmires, income
ks umed am a prooy for well-being although 1t is subject 1o the same e lusions
as those applying to average per capits real GDF, and in addition, to
problems of atribution”  Notwithstanding these limitations. infome s
invariably the mediem by wivich vanations in the distribation are brought 1o
Betoant.

A large amount of income inequality, it is argued, occurs when the
markes [ 1o allocaie income in a dair way because of interference with its
working (by rich or powerful people manipulating the system). Large differ-
ences in income ane sakd to be unfair, and may lead o envy, crime. social
dysiunction et Om the cther hand a certain degree of inequality is necessary
o provide approprisie rewands for those prople who work harder or achieve
e i varios ways

Maosurement of Inequality

The incomne distribution may be portrayed in a number of ways. The simplest
presentation of the distribution is otsabned by showing ihe shares of ol
incomme earned by successive quintiles of the population. Al members of the

are arranged In rank order based on their ncome (the first
mrmmiber will be the poorest and the last member the richest). The income of
the first (the poorest) 30 per cent, the first quintile, is thes cakculated as a
percentage of the income of the soclety as & whole. The shates of sucreesd ing
quintibes are caboubated in fum.

For many purposss i is helpiul 1o be able 10 describe the level ol
imequality of a popuilation by & single number, or summary measire. A
cormmon sch summary measire i the Gind index. The Gind index meas-
ures the average gap between all pairs of ncomes in the distribution
relative to mean income. Its vabue varies from one (mandmum inequality)
b Zero when all incomes are the same (Le the avetage gap is Terol.
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1wl et thoabben el e sres of lemrn Vi vl WP v
:' irarcurie ur meterd Bt bl yzems wtuch ol od e b, oy e el
ol e wbiarh marharien wil ol the s

FONMES T4 nr



Ciarwret imbvnmcer

Current sstimates of lnequality in Australia

ABS (1992a) compared the disiribution of gross income among different
famifly groups and among a range of income unit types. using data from the
1969-90 Income, Housing and Amenities Survey. The principal basis for
compurison was the quintile share of various classifications of oo
units. Table 18.1 shows the quintile shares of married couples in cobumn 1,
ong pareni income units in cohimn 2, single prrsons in codumn 3 and for all
income units in column 4. The shares are the proportion of each group’s
total gross income sarmed in each succeeding quintike. Column 4 shows
that, for Australia in 1965-50, the first (Le. the poorest) quintile sarned 5 per
mdmlpum&uﬁﬂpmmm:!pmm
fourth 24 per cent and the last (e, the richest) sarned 47 per cent of total
fross income.

The highest quintile of marted couples earmed 408 per cent of all gross
ircome exmmed by marmed couples while the lowest quintile sarned just £ )
per cent. The quintile shares for one parent and for one person income units
revesl slightly highet degrees of inequality within (he income unit classifica -
thons. The highest quintile of one parent tncome unit earmed 439 per cont of
all ircome enrmed by members of that classification of unit, and the highest

ol one person income units eamed 44.2 per cent of all income camed
by members of that unit.

Tha Glni coetficienits confirm the conchusions discussed) above relating 1o
the quintile shares. The highest Cinb cosfflclent acourmed smong all ncome
units ke together, 0.4, followed in onder of decreasing within-classification
imecpuaality, by ome person units, one parent units and married couple units.

of inequaliry betwesn classifications of unit are indicated by
the mean incomes of each of the classifications. Married couples earned an
average of $4 1650, compared to §16020 for one parent unbs, $17750 jor one
pemion units and §30160 for il mcome units. That is fxmilies of married
coupies earned more than double the income of both the single parent and
single peruon income units (see Table 10.1).

Inequality adjusted for needs and inequality over time

In welfare work it is often useful to relare families not only by their income
but alse by their nesds. The device used o make families comparable on &
needs basis are equivalence scales. These ane explained an follows: suppose
A benchmark income unin of, say, 8 couple with two children, nesds an
income of $380 per week afler tax i 1954 to ratnitain a certain samndard of
lving. Another income unit compiosed of. say, a single person with no
dependanis, needs $200 after tax o attain the same standard of living. If the
Eammily composed of & couple with two dependants is allocated & vilue of one

an the equivalence wale, the family composed of 4 single person has a value
of 0.5}, Equivalence scales such as this have been devised for families of

e OIS



Tobda 10.1 ﬁ'lllh_hlrm
Gini Coslficient and Mean Income of
Income Unit Types, 1989-90
Chuiniile My bl O B e Pgennn Al
Clan Comipila | lemrarra incarae
lisiamm Lisibi Li=*i Linlin Uity
el m ) )
Highaet 408 419 4.2 P
Py 138 i 244 2
Thiedl I74 15.0 156 154
Bl e 1.7 4 2l
Livwemat i Fo 4.3 s
Gini Tl icines 025 036 039 .43
Mg |rooene B 1,450 $18.0X0 $17. T L0, 140
Gouren: AAY (19930, Tuble &4, 1)
—

differemy sige, with difiereny nurmbes of sdulia, and for lamiles @ which the
head or reference person works and inwivich be or she does not. The madn set
of equivalence scales used in Australis are known as the simplified
Henderson sakes

When Income s divided by the value on the equivilence scale, the
rewuiting income is known as equivalent income. Lising the above sxample,
if the actual income of the couple and the single person was the same, say
$25000 per year, then the equeivalent imcome for the couple would be $25000
while the squivalent income for the single pemon would be $47170.

Tabie 10.2 presents shares of quintiles of Australian mcome units for
198182, 198586 and 198990 The income used im Table 102 has been
adjusted In two ways In addition w the sdjustment for needs, personal
income tax has bern dechuctnd 5o the measure of incomme ks eqjuivalent afer
tax iwome The years are shown in the hoadings to the mlumns and the
quintile shares of the population are shown in the first five rows. The final
rovw shows the value of the Ginl coefficient (see Table 1021,

The results in Table 10.2 are not strictly comparable ko those in Table
10.1 becaune they refer to different populations. In Table 102, families with

and fuvenile heads have been evclisded Aba. the results of
Table M2 refer to equivalent afier-tax incoms whenns Table 10.1 refers to
groms income. Nevertheless comparing column 4 of Table 101 and the final
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Toble 10.2 Afrer-Tox Beal Income Shores and
Coelficlents; Austrolia, 1981-82, 1985-84
and 1RE9-90
I harw ol T8 1-B7 198588 (R Ryl
Chssiilns [ 1] ey M)
Hughae J4.4 38.8 18 4
Pyt 208 i T4
Thurdd a3 L | i7s
Semraienst 13.3 123 126
Lirermr iz P rr
Giri Conficmni 02857 (sl ] F ] el B F ]

Sewrrw  Coltulotiony by cubtar wning ABL (1941, | 987 and | 9904

cohumn of Table 102 indicate much less inegualkty in squivalent after tax
Income than in gross income. Whereas in Table 101 the highest quintile
earned 47 per cend of the total in 198990, in Table 10.2 the highest quintile
earnend 3 per cent of the tofal and the after-tax equivalent value of the Gini
coefficient is 03124 compared to 0.8 for gross meorme.*

According w0 the Ginl coefficient in Table 102, inequality increased
between 196142 and 198586 then fell slightly between 1985-86 and 1989-90.
The quintile shares generally confirm this siory. However there is sotne
conflict in the measurement of inequakity between 196556 and 1989-50. The
share of the highest quintile fell but o did the shane of the lowest quintile.

Social welfare meanures the well betng of the society as a whole. A measure
od it s the product of indeves measuring efficlency and squity. Supposs for
instance, that per capita GDP bs the index used 1o moasuse the extent to which
the society attalns the eifickency goal, and that an inequality indes such as the
Gini indes. s used 10 measure the extent 1o which saciety aiains the equity
goal Then a maastire of social welfare s the product of resl per capita GDP
it onu mimus the Cind index.

This measure of social wellare has no intubtive meaning but the sifect of
its consiruction i that a one per cent increase in real per copdta GOP will be
aiffsrt by a one percent fall in fone minua) the Gind indes leaving the measure
of sovial wellare unchanged That is, an implication of this mesesurs s that

¥ n-ﬂ—:':i--i--l-nlhli._i-i———h-nhn-i-q— (=)
L] e e e el ey
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trade-offs are possible betworn effichency amd equity Tiken o euiremes,
thete i some very large per capita GDF which will be sufficent to overcome
rmally unequal income distributions. However if s pot necessary to believe in
all suach trade-offs to use the wellare indes i a siniation where the inequality
s not extreme, The trade-off may be accepied, only in the vicinity of the levels
of inequality that have been recently experienced in Australia

The other important implication of the use of the suggestad messure of
wrelinre s that it is assiomed that it is possible o capture the many dimensions
of aquity in the income space. As has been noted. social wellare has implics-
thons rver many spaces (for instance opportunites. ireedoms. health and so
on). The following analysis spposes thal income can a0 as & reasonable
proxy for all of these

Social welfare in Australls in recend years

Sockal wellare for Australia is measared in Table 109 for 198152, 1965-84
and 1968990, and the average annual change between 196142 and 19899-90.
The rows of Lhe tabile shivw real GIF per head, the value of (one minus) the
Gind inclex and the social webiare index defined in the previous section (see
Table 103

Cwer the 8 year perind real GIN® per head rose by as average of 2 per
cent per year.

Herwaver jone minus) the Ginl indes declined by an average of about 0.5

per cent per year offsetting the growth in resl GDI per head 80 that social
welfare grew by an annual average rate of 1.5 per cent

— ——
Table 103 Estimotes of Economic and Sociol Performance,
Aystralio: 1981-82, 1985-8B4 and 1989-90
Mgt o 198187 198584 1 QBP0 Annge
Parbgrmcncs Arrund Giarmetts
B 187 b B0
R G0 8. 244 19 805 $21.471 | 9%
pat hnd (1)
Dwma miny b Dri4aa 0 Al 046858 A dE%
Ceini indes
Wabnw indee 13, 103 13,584 14 743 1.50%
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The measures in Table 103 all relate 1o the period 158182 to 1989-90, a
perind in which the Australian economy emerged from recession into a
period of strong growth Since then, evonomic growth has fallen dramani-
cally anc while measieres of inequality are not vet available rhe likefibood is
that i weill have increaned markedly.

The sconomy is sbout o enter & perind which the government hopes
will produce growth similar to that in the 19808, the last period of recovery
(White paper, 19941." However growth over the 15808 saw a detrriorathon n
incomne distribution. The palicy resporse 1o this iIncrese i inequislily was io
target wellare groups o minimise poverty (such as the Family Allowance
Supplerremt). Crowth in the latter part of the 19908 will requine further major
attmntion o the ieraction of growth and the welfare system. Both will be
affectad by continued liberalisation of the sronomy. Specific developments
which are likely to particularty affect distribution are
L mmmmWﬂ

restraing and rediscton i sike of poverniment;

*  imcresse in emterprise bargaining and widening of wage relativities
betwwen different groups of workers;

*  increased flexdbility in production (better utilisation of capital, muit-
skilling, increase in svailable work being pan -time):

*  sharper focusing of policy so that for instance welfare policies are
enacted through the wellare sysiem rather than thiough ebour arkets.

These changes are lkely 10 have diverse effects on distribution:

*  liberalisation is Heely 1o lead to the removal of distribetional goals from
facror and produn market policies and will necessdtate the formulatson
of stronger policies in the anea of social security to mainiain the wellare
role of guvernment;

*  increases im enterprise bargaining are lkely to widen wage relagivities,
increaning earnings inegualily,

*  incressed flewibility in the production process i likely 0 promote
increased flexibility of working arrangements (increases in part-time

employment a2 the expense of full-time employment will ncrease
imequality but reduced overtime will reduce i)
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*  government spending restruint will bead o continued targesing of
weliare benefit,
= should i occur, stromg growth will incroase the number of jobs and

Perhaps one of the more intervsting aroas of likely change concems the
way in which continued Hberalisation will tmpact on the formulation of
social securiry policy. Most sconomists, including this author, wonild argue
labour market legislation requires businesses 10 pay for the comt of meeting
soclal sbjsctives ke the provision of maternity and paternity leave The
arguiment is ot about whether there should or should not be maternity and
paternity leave, it s shout how thelr cost ahoukd be met. Under present
amangements employers pay for them so there is a distnoentive o employ
people who are potential mothers and fathers. If government thinks that
encouraging reproduction isa goal worthy of support then payments should
be made by government rather than by businesses.

A major challenge is to devise policles for growth which increase
sconomic performance both currently and in the future but also maintain the
sockal indrastrociure peeded 0 minimise ineguality and masimise seolal
welfare
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ABBREVIATIONS

Australlan Bursau ef Statists
Australian Council of Recyclers

AGEAN Free Trade Association

Australian Matkonal Accounis

Asia Pacific Ecomomic Co-operation
Association of South East Aslan Matons
Australian Stock Exchange

Comenatwealth Employmen Service
Consumer Price index
Department of Education, Employment and Tratning
Ecomomic Planning and Advisory Council
Eguipmrent

Buropean Linion

Cirnarral Agreement on Tartffs and Trade

Groms Domestic Product

average of GDPE, (D and (F) measures

Gross Domestse Product by Sum of Finel Expendinames
Giross Domestic Prodiuct by Sum of Incomes
Groms Domestic Product by Suim of Gross. Prodoc
Cross State Produc

Iratitute of Applied Economic and Social Research
International Labouwr Organtsation

Intermational Monetary Fund
Lenplicit Price Deflator

Irdustrial Relations Reform A

Ligqusd Matural Gas

Matlonal Assoclaton of Forest Indusities

North American Free Trade Agreement

Non Dwelling Costs

Witrous Crdde

Organisation for conomic Co-operation and Development
mad roecohomic model of the Ausirahan sconaormy
Prediction- Observathon- Expladnation
Ressarch and Developrment

System of Mationa) Accounts

Sulphur Dicwide

Technical angd Further Education



‘mak’ order

barter syitem
benefit-cost analysis

“hid” order

black market

GLOSSARY OF TERMS

the total demand for goods and services gener-
ated by the sum of all spending in the economy.
in industrial relations refers to an armangemant

an order 1o sell & partioular quantity of a share
an the stock exchange at 8 nominated price.
the exchange of goods for goods rather than
ey

an analysis comparing the cosks of a project with
the resaltang benefis, todeterming whirther the
berefiis oulweigh the cosss.

an order to buy & particular quantity of & share
om the stock exchange at 8 nominated price.
large range of Hving things.

# marke operating outside regulations to avokd
flax o comirols

a group of peopie rapidly listing kdeas which
come (mo their heads when thinking about &
tovpc

a person who is & member of the Australian
Stock Buchange. Only a broker can trade in
shares on the exchange

the fee charged by a broker for evecuting & trade
on the sock exchange.

capital one of the factors of production. |1 may be man-
rrude or & narursl resource £ g machinery, wa-
et PRI

competency-based approach
eduscating by defining the vpecific skills regutred
for a pob and tesching these skills

concept map charts the relationship between concepts.
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Consumer Price Index (CPD measures changes over time in the price of a

'

hasket of goods and services bought by house-
hobds. hr

dertving satistaction from the use of goods and
services. That part of income not saved.
tremad to dcquite numeTous qualifications.
when & trade la reconded in the market fior a
share, this covurs when the ‘market bid is equal
o Oof kigher than the ‘markel sk’

Is & record of the receipts and paymmis for
goods, srrvices, income and transfers sold o
and obtained from the external sector.

# tan Jevied on goods mported from another
couneTy

involves & contractual obligation 1o repay the
imitial armouent lent plus inierest

the cost of environmental protection services,
used in calculating the ‘environmenially ad-
fusted GDH™.

an allowance made for wear and bear on a
nation's capital during & given periad.

a traditicnal, mostly agricultural economy with

low por capita income and consumption, also
known as & thind workd' economy,

discrumied cash Aow analysis

130

a mathematical means of discounting a series of
payments, due over future periocds, 10 a single
armoumnt i today's” money.

pan payment out of company profits o share-
holders.

thee selling of goods in another country a1 s price
that is below the cost at which those goods are
produced inthe home country. GATT prohibies
that practice but it s always difficult to prove.

improvements in the satisiaction of wants and
fuals

the process of direct negotiation on wages and
working conditions between employer and
employes within an individual enterprise

O



GHOSSARY

entwrprise (lexibility agreements

enferprise agteement negotiated directly by
-‘hﬂ-nﬁhm

environmenislly sdjuseed GDF

equity savinga/ finance

equivabenee scales

equivalent income

Is obtained by subtracting the environmeneal
protection services from GDT.
financing of nvestment through the flow of
fuerads froem ihe shareholder i the corpofalion.
It represents ownership and is in return for a
share in profiis.

a set of scales devised so that families cam be
compared on a nesds basis. [t demonstrates the
different income configurations of famdly units
needied to sttain & comparable standand of Hy-
ing. The main one used in Australia is the
simiplified Henderson scale.

income divided by the vahue on the equivalence
scale of the family ssrning the mcurme.

European Exchange Rate Mechanisem (ERM)

FEOEEnOUs varable

& monetary system for the European Comeu-
nity set up to provide stable but fexible ex-
change rates for bs membsers. Members keep
theit currency eschange rates within o margin
ol & few per cent either side of & central rate.

a variable used kh an ecomomic model bt whiose
value |8 not determined within the mode] eg
tha demrand for exports in o model of the Aus-

tralian economy.

rupeaditure appeoach 1o GO

CDME) measures the final apenditures on
goods and services, adding on the contribution
of exports and deducting the value of imports.
side effect of production that impacts favour-
ably on people who are not directly involved in
the production process e g educstion, as the
whole sconomy benefits fom educathon not
jumt the people who recwive it

11
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sicle ethect of production that impacts unfavour-
ably on people who are not direcily involved in
the production process e g. sir pollution from a
factory, noise from seroplanes.

costs (or benefitsl that arise from sconomss ac-
tivity that accrue to others than these fespons.
ble for the acrivity & g water pollution. noise.
(see also ewternal costs and external benefits)
the market for sctors of production where fac.
tor prices are set which become the incomes for
thie owners of production &g Uhe libour market
sl wages.

& survey or analysis of the nesd, value and
preacticablity of & proposed enterprise.

that market which enables funds 10 flow
smonthly and efficiently from those who wish
o lend io those who wish 1o borrow. 11 inchides
banka. building societles. finance companies
and the shori-term money parioet.

refers toune of the federal bud get by the govern-
muetit to tnfluence the level of economic activity,
resource allocation and income distribution.
Changes in the level and composition of gov-
Ernumerit Muation ond expenditure are used a5
fiscal instruments to achbeve these goals
Increase in the level of economic activily through
rising governement spending relative o govern-
ment reveme e g budget deficits.

a national accounting technique which reconds
total raney fows in the commundty, tnchading
Income fows, expenditure on consumption and
inveatment grods and reallocations of existing
ansets e g exchange of money for capital equip-
ment.

i tax nposed on most employment benefis,
other than wayges and salaries, received by em-
ployees e.g use of a company car, submbdised
home loans. 1t is paid by the employer.



CDFP deflator

Clini coeffichenis

Cinl indis

global compeiitiveness

busimain capital theary

an index of the prices of the goods and seTvices
In G which is used to cakaulate GDP af con-
stanit prces.
s mrwanure of Mequality (usually income) hased
on the Lorena Curve. It is the ratio of the area
between the Lorens curve and the diagonal line
and the total ares under the disgonal line el
A hgher Cini coetficient shows graaber inegqual
ity
describes the level of inequality of income in &
population. It is the average gap betwsen all
paim of incomes in the distributhon relative o
el b

o keast s eificiently as our
tracking parimens, that 5 a1 the same oost.
carbon dioxide which is released i the stmos-
phete by man's activity and which cwuses the
warth's emperabure O fise in the same manney
as glass heats uwp a greenhouse ie. allowtng the
radlant energy of the sun in end trapping the
heat there
& new Busiiess of & new Dperaem of an eaisting
company allowing & fresh stant in inchustrial
refations.

the measure of ndoms before any dedurtions
have been maade &g tax

the return before any deduction for coata.
refers io the improvement of the hurman capital

of a nation by improving thetr skills through
plucarion [ assrrres 3 Link Betweeh education

and productiviey and producivity and esm-
ings

tmplicit price deflator (IFD) a price mdes which is calculated by comparing

import price indes

movements in GI* in currensd and  constant
prices. It allows calculation of redl rades of

growih
measures changes over tme of the price of
tmports.



FIOSLTARY

thess are estimated vadues for goods and sery-
ices not sold in the market place e . the rent for
& dwelling owned and accupied by the owner.
GDP) measures the sum of inoomes aconaing
from production.
mensure of spread of national income through-
out the population of & country.

the relatinship berween empioyens and em-
ployees in particular 1o the serting of wages and
working conditions. 1t ocours at three levels at
the work place, between unions and employer
represeniatives and in indusirial courts and
comenksslons.

econgmbes which have lrge-scale indhusiries
which use mechanical power, have asmall agri-
culiural work force and a weil developed capi-
tal marke.

a sustained rate of incresse in the general level
of prices accompanied by a fall in the value of
monEy.

ihe sconomy owtside regulstion and asarson,
substantially & traditions | barer system
goods and services such as power, transports-
tem, howning, education and health, reganded
as esseritial for the development of & modern
ECOnCEITY

inpur-output production analysis

Intermidiabe consamption

& quantitarive study whereby all ransactions
invalved in the sale of products and services
within and economy during a ghven period are
arranged in a square indicating simulianeously
the sectors producing and the sectors receiving
delivery of goods and services.

the cost of goods and services used up in the
process of production.

ihie sale of goods and services Betwesn fakions.



foint wemturers

‘market ask’
‘market bid ask spread’
"kt bid’

Atk iransscTons

for the econcemist b b the creathon of caplital
goads to be used in further production. How-
wver for the businesaman it & the purchase of
stock enchange securities, governmenl securi-
thes and securities lasunsd by financial institu-
Ebinmu.

a person who forgoes curment consusmption io

an unincorporsted contractual associaton be-
tween parties formed for a specific project. They
share the costs and in any resulting output and
profits.

freving up of the economy by the removal of
restrictions on the operation of markets.

ihe branch of economics relating 1o the whole
eoonomny such 5 AgETegale eimnomic sctivity
including output, income, employment and
prices.

any situation in which people buy and sell an
itermor a range of Wrems. 1t need not bea physical
location.

on the stock exchange, the lrwest ‘ask’ order
price in the market at the time.

on the stock exchange, the difference between
the ‘Trarket bid" and the “market sk’

on the stock exchange, the highest bid’ order
price in the mark at the Hme

a tmnaaction of buying or selling goods, serv-
lews or financial investments.

poticies desigred 1o improve the efficiency and
productivity at the individoasl industry or mar-
et lewed bo make Avistralla ste | Rtermatiomna ly
competitive o reform of waterfront work
practices, reducing turifis, enterprise bargain-
img i the labour market. They remarve impedi-
menits to Tesource allocation and restore incen-
thwes foer eromammic agenis.



national expenditure

matural resources

trmining labsonir in several fasks so that they can
e used Mexibly in the work place.

n formmof statstical reporting desigmed 1o revisal
the economic impact of the expend iture under-
taken by dilferent sectors of the economy and
where they got the money o finance that ex-
pendinure

the summ of all final expenditures on and
mum_pmmmhmm
not processed any further), adding on the con-
tribuition of exports and dechocting the vahue of
imporm

the et incom accrudng within a given period o
residants within g country for their services in
supplytng factors of production at home and
uverseas, plus indirect e less pubsicdies.

tha o] stock of assets of s country. They repre-
sl goods which can be consurmed or siorecd for
satisfaction of fumre wants

the tactor of production ‘land’, inchuding min-
eral deposits, water supply, timber and soll

the return after all cosis have been deduched.

MNorth American Free Trade Agreemant

ORANI maodel

pet capita GDP

an agrecmeil between Canada, Mesicn and the
LISA o promote free trade by eltminating re-
sirictions on the flow of goods, services and
Ivestments.

a private agreement o itade shares

comples mactoeconoimic model of the Austral-

ian sconmmy containing hundreds of variables
ab] used for evonomettic modelling ressarch

gross domestic product divided by the size of
the total population.
rapid movement, both up and down, of prices.



primary volume risk

pro<duct markst

actien taken o sell off part or all of & prblic aseet
b0 thie private sector. 1t can also ke the formol
temadartng by the private sector for
the right to provide public services or contract-
ing ot of services previously provided by the
public secene
the shility of custome s to absorb production. In
an extremely large progect, this risk s reduced
by having contracts of sale writien before the
profect is begun.
those markets in which buyers and sellers trade
in fiscal goods and services.

‘production spproach’ to GDP

public good

raie of refrm

rational fnvestment rule

recycling
‘round irip trade’
royalties

G sams the gross product of all indusiries.
a good which once created s available 1o all
consmers and cannot be withhekd From one
Individual without betng withhekd from all It
must be provided communally e g clean air
one fifth of the group being srudied.

he profitarming oub of A yesiment, eopressed
a8 a percentage of the sum invested.

ihe expected mie of return of 8 project M
excoed the rate of retur fequired by s owner.
the totnl value of final goods and servioes pro-
duced within a country th a specified period of
tirrwe ancljiested s that i is measured in ‘constant
dollar terms” and thereior can be compansd
O FElr bo another.

to treat wasie (old bottles, paper etc.) 5o thal
new products can be mamalsctured from them.

the process of buying and then selling shares.
A monetary rewarnd provided by those whoben-
#fil froim the use of 3 produc ewned try sorme-
one olse, wsually measired as 8 percentage of
recelpis from sales
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adpasted

CADLIARY

ACTOUnting stsbements separate froem, bt con-
sistent with, the syslem of nathonal accounts,
providing supplementary data which can be
used In conpunction with the data in those na-
thonal sccoumnts &g natural resounce and envi-
ronment aocounting and unpakl household
wiork accournts.

that part of incoame not consameed and used o
fimance i edment spending.

an alteration o tirme serles data 1o allow the
underlying trend tobe discerned. it removes the
effect om the dats of influemoes unigue 10 that
tome period e g the effect of Christrmas holida ys
on prodsction satisio.

wiho isn't theif employer. It can take the form of
BCHON agains) other oprmpandes unless they ceass
o irade with the company al the centre of the
dispute.
investmenis offered by a company or autharity
e.g. shares, debentures, bonds.

an squity o part ownership of 8 company
the owiern of public and private companies’
paid up capital

ithe network of services in a society which ane
euseniial for ks colesion and for the efficien

Rovernment fayments 1o guatanies s minimuam
standard of living for all wctors of the popula-

tion, particudarly those who cannot work or ane
immalile io firad weork

i a puerrnanent (ax on ramsactions which ttans-
fer ownership of an asset e g sale of shares, cars
o hamines

the rate of economic development and resource

that bs compatible with presere-
in the Ratural environment in the longer term.

AT T



sustainable GDP

thind world sconomiles

el CEEAR Y

i the difference betwren environmentalty-ad-
Justed GIH"and environmmenial oosts sach as the
degradation of the environment

are daw observations for an indicator over a
certain time period.

eountries with & kow per capila Income, o
momby found in Asia, Africa, Latin America and
ithe Middle East.

Trade Weighted Index (TWDan index which gives an indication of move-

irncke vahis

trended series

‘underlying’ terms

wage relativithes

welfare policy

enits b the value of the Australian dollar com-
paned with the currencies of our major trading
panners, weighted according o thelr share of
Australian trade.

the price times the volume of the made eg.
shifri

a grouping of nations for the purpose of foser-
ing closer and more liberal trade betwoen the
meTniers.

for investment are stamp duty, brokerage and
bict/ask spresds. In general, mransaction costs
are any costs nourred in doing business.

the peneral ong-term movermsent of & Gme se-
s

the fundamental rate when saasonal, one off ar
policy induced influences on prices are dis-
carded.

the variation in wage rates for different accupe-
thons and between different enterprises
federal and state governmeni cash payments
and bernefits i kind 10 low income esrmers, the
aped, unemploved, the sick and disabled mem-
bers of society.
theme developed capitalisi evomamies associ-
ated withcountries in Western Burope, America,
Aussaralia and Mew Tealand, Thess eoono-
mies have high per caplta incamis reflecting
high levels of developmen:
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