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Foreword

credentials. In 1978 wah Tom Parry in Grouth, Trade and Stnectural Changee

iee gren Chperer Avastresdistrs Boowsomsy andd again in 1980 with Blandy, Prechairn,
Hocking and ONeill in Assorondia ar the Crowerosaly—Our Choicm fo X006, he drew
afention 1o the poor peformance of the Australian economy ot o tme when most
Australian economists wery smugly satified with the status quao. fgooring Australia s
dismal slide in refative living sandards from the 1960 w0 the 19708, they were
congratulating themseives on what they saw as the peak of economic performance to
which Austrulia could aspire. If the Australian ‘cake” was not growing, it was being
sliced evendy. Only a handful of economists, mainly open trade advocates, supponed
Kasper in his urgent pleas foe reform. The fiest chapeer of this book revisas those dismal
temess only o conclude that, having enderaken micom and macroeconomic refonms in
thee 19808 aned mibd- 1990s, Australia s again falling behind in peoductivity and hence in
income: per heaill. The Unmed States s still the dear lesder The cane for @ vigomous
reform program so as not 10 be boft behind s a5 urgent as it was in 1980,

Tor denry that the Australian eoonomy is i poor shape in the year 2000 s even mone
ricioubous than i was in the 19708 The Australinn dollar is worth lide more than 50
Unitedd States oongs, Treasusy and Reserve Bank bureaucrats, business and academic
evonomists, and the sycophantic medis blame imemational capicul markets. Bt the
indernational capital markets have played a steding mole, as they did in East Asia bn 1997
in kentifying overvalued exchange rates, in pointing o low productivity i Australia,
Australian exports are only viable 51 @ low Aimtralisn exchange rate because, direcily
and indirectly, they face mstitutional bamens 10 high productivity a0 every fum

The effort 1o refonm taxaton has been has been tumed nito a parlous muddle by the
intervention of namow nieresd grosps bn the Senate. The atemg o improve Austrabia's
selertthc industrial relations has fared even worse in the same hands. Raising productivity
in the puldic services sector has slowed o @ timid pace. “Industrial policy’ that secks o
ik wanners throagh ‘I and D is agasn ralsiogg ts sell-promeotg bead in beu of frocing
upr the exonomy

The exoncamists who dended that Australis srgently needed (0 reform in the 19708
have trained a generation of students who now dominate the profession in academia,
the: buresucracy snd business. They pander to those who resert change, using dubsous
mtatistics 1o bleat about wonening income distribunion. Yet standards of livang of low-
trcenme recipicnits huve risen markedly as a result of the lilweral reforms that have taken
place during the past two decades, They refuse to recogmise that wage and salary
eamers and entreprensurs are held back by o pervisive overhing of past industrial
regulations. The industrial relations ‘club’ continues 10 exen a downward pressire on
productivity, incomes and profits. A pew army of unproductive buresucrats shelters in
sorcalled ‘unfair dismisial” and ‘equal oppomunity’ nsttutions.

Avstralia may not be very different from Furopedn countties in these respects, bt
ihis s oo cause for celebwatem, The Bam has pliemmeted wath the Australiin dollar,
And Australis remadns 2 long way behind the potertial for rving standands of lving for

WﬂmMmm:mthHmmM
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new generations of Australisns. Education, health and welfare policies continue o
laryguish in spie of thew imponance w both productivity and ving standards. The
‘Hever country’ is an far off as ever,

Wolfgang Kasper has always had o serious interest in long-term rends and swings
In the workd economy. He points out that Kondratieff was not an Olympic gymnast, but
a conributor 1o the understanding of long-werm economics. Population, rmmigration
and defence policies only make sense in the long term. The past year has drawn
attention 10 the weakness of Australian policy formulation in these aneas.

Wolfgang Kasper's monograph is short but it has depth and breadih. He indicates
the benefits that would accrue 10 4 renewod liberul reform agenda. He recognises,
unlike many of his econmomic colleagues, that Australisns are not foals. The superb
gﬁmd‘mﬂnm“hmﬂﬂhmﬁﬂ!wmm

the second time, the imaginative but structurally sound bulld up that made the

venues work as never before, and the vast good natured crowds tha made the
Sydney Games the best ever showed what Austrafians can do. They can be relied on o
face up w and ke wagh decisions and put in the hard work 10 make Austrabla an
economic keader. Kasper's analysis shows the way this can be made this happen.

Helen Hugbes AQ
Sepiarmcber 2000, Sydney.



Preface

ajor technological developments, globalisation and the aging of the population

are placing & high premium on eoonomic and consimuonal reforms in Australia

It is likely thar the present phase of rapid worddwide innovation and high
econcimic growth will peser oul before long. When it does, lexible and oreative responses
in free and open markets will be the only way for Australians 1o avond the consequences
of a slirdown in wordd economic gromth

Comaiderable progress in the diroction of grester economic freedom has been made
in the past 20 years. But the reform momentum appears 1 be fagging, 1t s not easy 1o
giin renewed political support for reform because we are going through & strong
growth phase—as predicted in the Crossmads study’, which this suthor helped 1o
compile in the late 1970s. Yet periods of plenty are the best times 1o prepare for
eventualitics by cuiting back on untecsiaary government activity and plicing economic
tifverty on e solid foundations.

Owver ithe last oo decades, Australions have had o cope with & dual sdpestment
burden. First, innovation, globalisation and inemationalisation progressed rpidly and
all ecomnomies had b adjuse. Seoond, Australians hud 1o digesi the consequences of the
liberalisation of mtemational made smd capital Dows afver seven decades of protectionism
and peditically shelhiered rgidiey. Al of 5 suddden, industrial and ermployment stractunes
houd o kst

On the whole, the outwan] ofentatin and grester competitivensis have been a
sbcoess. B the sdistment costs were oomsidenable because the sub-orden thal govern
various sspects of economic ife were reshaped at uneven speed. Thus, intermutional
trabider as well as prodoer and capital mafets were subjeced 10 free markeet rules inode
1980s, wivereds labowr rrarkets are sl centrally guided. Impormint decislonmalkers in
the governimenl sectin have vet 1o realise tha they oo will now have 1 behove in lean
ang] imermationally competitve ways

Civer the past 20 years, the workd economy has been riding a vigorous growth wave
thanks o the worklwide deregulation and privatisation of the late 19708 and 1980,
nnovations in energy saving. advances in iotechnology and marerial sciences, and,
abwwe all, the commurications revolution. The Internet s beginning 1o hive & pervasive
impact on the organisation of human activity. i impact can be compared wo the spread
of combustion power or electricity, maybe even book printing. Cheap information and
data processing are now empowering the individual, the small group and the fast
learners, but are creating novel challenges for governmenits. and the notion stale.

In the decades w come, energy and ather resource bottlenecks may agam ememge,
o glohal capital markets may once again be sources of masbility as fsing volumes of
creclit and debt become unmanagrable. W can also expect o recurrence of mone
tntense distributional conflicts among househaolds, governments, forcignen and
businesses—and this at 3 tme when the progressive aging of the populstion imposes
additsnal burdens on the producen of wealth.

After a generation of easy growth, economic progress i bemg taken for granted and
such problems are nol readily anticipated. Policy typecally switches from giving prionity
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o economic growth o Bvournng redistribition and the conservation of old structures
In sddition, singhe-issue mierest growps become more vocal and aggressive in oppaosing
competition, responsibility and mnovation, We are already witneasing the emicrgence
of a new allwnce agalns froe tade and Investment, the very factors that have been
among the key driving forces in past acoclerations of worldwide economic growth,
such as the 1950,

The yoin after 2005 could therefore resembile the Late 18808, late 19205/carly 1940
ar the 1970x, when growrh falered badly and a crisis in the capitalist system heralded
ane of Pt decides of exonomic disappointments. Much rests on the capaciry 1o discover
ne'w opporiunities and the Nexibilty o adjust to changing cirrumstances. And this in
turn depends on widespread entreproneurial confidence grounded in a truly free, open
and coimpetiive econony

The purpose :ﬂhﬂl"ﬂﬂhﬂmhﬁmmﬂmnﬂwﬂ
growth is it 1 be 3 doomsayer, bt o suggest that now i the ime 10 prepane for o
change in the tide. If the constitutional debaie b revived, as s likely, 1 will be impormam
o commbder 3 number of instiutknal provisions that constrain political eppomunism
and promate econoinic freedem—fior example, a rule 1o lmis the public sector's claien
tr pus e than 29 of the national prodiect (the share it ook n the 1950s and 1960s1,
direct construings on the parlament’s capuciey 1o chum out prescrptive and contradicosy
regulitions for the benelit of premsure groups: and a devolution of sks and revenues
from the Commonwealth 1o competng Sute and local governments.

It will alw be necessary 1o prunc back government whene it has proliferated most
over the past quaner century, causing all sors of unforeseen and deletenious side
effexts, namiely the redistributive welfare state. As long as governimends remmain commimed
w the welfare stute, despiie s many faflurcs, they will not be able adequaidy o
mmmwﬂmm biberthes essential for compemive success

and prosperiry.

Ol ruless are normally good nales, bur the preservation of eaditional nstitutions)
armngements that fit poardy with the new global conditions would be foolhardy. The
transdtion to @ freen, more open economy and the advent of global competition for
mobile resources will force us 0 review the size and Functiens of govermment. 17 this
task b tackled actively and ihe reforms are based on a conminmionally entrenched
concept of economic freedom, the nest gencration of Australians will peosper. Our
resounce encowmnent is excellent, and Australia’s location in the warld s avourable
Fercapita incomes in real twerms oould then grow by abeout 44 % pa. over the nen 26
VEun.

H, can the other hand, group egotism. habitual padizmentary power plays and sellish
interest gronips ire—again—alloned to hold up tmely adjustments, the common wealth
will sulfer. Per capita incomes will grow slowly, maybe by abowt 1% pa The mos
vulnerable in our society winidd suffer most. The raditional can-do optimism, which
has been a hallmark of carbier generations of Australians, will then be a mere memory.

Much s therefore at stake. And muuch can be done now whilst the going is sull
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INTRODUCTION
Growth, Change and Economic Freedom

At the Start of the New Century

uch has changed in the economy and sockety af Australia since 1975,

when 'a young schooleacher, Greg Lindsay, established, from nothing,

a think tank w promote the cause of economic freedom’ (Arndt 1985
U7). Average living standards have risen by some 709%. This is roughly double
the worldwide average rise over the same period and slightly more than in ‘the
West' as 2 whole. At the stan of the 21st century, Australians are living fairly
secure, longer and healthier lives than ever before and, for that matter, mone
than most people on eanh. Of course, plenty of problems remain, and there
seems litthe room for Millennanan rumphalism. But, overall, one has 1o wonder
why 30 many of our fellow citigens subscribe 10 the messages of the Tear
industry”

The country has undergone 2 dramatic rmnsformation over the past quarter
century. One only has 1o look st 25-vear old photos of the Sydney skyline o
appreciate the change. Australia’s population has gone from 13.9 million in
1975 1w nearly 19 million in the year 2000, People have become more self-
assured and cosmopoliten. The population has aged, bur among the aging,
affluent democratic nations, ours is now still one of the youngest. The econony
has been transformed from a protected backwater on the global periphery o
an outward-looking player. Many Australian producers are competing
successfully on the international stage Competition among banks has led o
wider chodoe and better service Tor consumers. Petro-efficient small cars cost
besi. Import liberalisation has brought cheaper clothing and hardware made in
Asin. Wi can now enjoy world-class wines made in Australia, potable computerns,
credit cards, ATMs, yellow highlighter pens, mobile phones, email, and many
mare novel everyday items. In the process, manufacturing industries have
shrunk in relative imponance and the service seaor has expanded-—almost
unbelievably—o about three-quanems of the natonal product,

Many of these trunsformations have, of course, ooourmed worldwide, and
some have disrupted familiar habits and expectations. However, over the pas
quaner century, Ausiralians (and New Zealanders”) have had 1o master more

1 This ey is shown Amveralis, bin chem iz wo many passlics bereeen Assrsbs snd Bew Zealand dun much
chat will b malad wom be dpplivd, i mieli, o Mew Zoaland, The neo pouens e o regecher by
et e, Bulaimioty vl cralliians v 0 gresser cmmrn than many nesenaliss S Fealsiides wand
ond Amsitalians, slime world mdi 8 Cape Byrn. malle In New Sobesd, doubs sl the rradinonsl
wathm sizer arr mevmges @il che rrasbmess sl cagabslny o esperimen wih diffornr il o been preases
For thamn the invinsion im the foemal Asmradlis Conssnsn of 1951 m pn may sme dey @ he hanem be
i gremier sedevance tam i i o Asmralian
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structural change than either Amencans or Europeans. The reason Tor this is
the coincdence of political moves in Australia 1o tear down the traditional
protective barriers around the national market for goods, capital and services
and worldwide technological change and globalisation. Australians therefore
had o cope with pent-up adjustinent needs, postponed since Federation by an
overly interventionist policy, at a time when the pace of global change
accelerated. Scen in such a histonc and global context, the sk has been
handied with surpnsingly litthe disruption. Australian society has remained
cohesive, civil and peaceful, and many have embraced and benefited from the

Globalisaton ond Economic Freedom

Globalisation s now a reality. Since 1948, when the General Agreement on
Tariffs and Trade (GATT) came into force, wordd trade has grown sixteen-fold,
a key reason lor the sixfold growth of global production’. As a consequence,
more and miore workers, managers and sellers are now competing daily in
foreign markets and facing new competiton from elsewhere. At least two million
Australian jobs now depend more or less directly on foreign trade, wourism and
the expont ol education services.

Al the same time, savers are now at libeny w invest their funds and nest-
eggs in different countnes and cumencies, and they do so increasingly in order
10 spread their exposure w political risk. Direct investment in foreign countries
has become routine: every mation on carth is now being ‘taken over by
mvultinationals’, Cash and mformation travel at the press of a bution, and the
Internet has ensured that all this can be done virually anywhere in the world
for the price of a local call.

This does not mean that our local neighbourhoods do not matter 1o us, but
people Increasingly network scross the boundaries of jurisdictions, More and
maore enterprises direclly experience how difficult or easy it is 1o work 1ogether,
trudle, invest, research and innovate under different cultural and national
conditions. They are able 10 compare the benefits of alternative sets of social
habits, work practices and laws that bind communities together (internal
institutions), and can beter evaluate the quakity of legislation and the courns
texternal institutions),

In a more dynamic and open world, such instinntions are becoming more
imporant. In pamicular, the fasi-growing knowledge industries and the

service secton depend more on good rules than on raw materials
ar labour, because services are about coordinating people in teams and firms
o ulilise fast-changing knowledge in complex markets. In economies with an

1 Thee mnatle] propalssmon grew 2% foled during the wm permd for |09 poa b, ond errage pee e mernes
L‘*H[ﬂ'l’.ﬁp&].h hhm“ﬂhhhﬂmﬁpﬁlmnﬁ|hﬂhw
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Bunoing Prosesniry

advanced division of labour. such as Australia. tunsaction and organisaton
costs nowadays amount o mone than hall of all the costs of producing and
distributing the national product. These are determined mainly by the quality
of institutions (Kasper-Steeit 1996: 125-1300 The most dynamic growth now
oocurs in transaction-facilitsting services, such as trade, logistics, finance,
acvounting, and computer suppon, and in sctivithes that improve the division
of labour, such as stock exchanges and futures markets. These services
mushroom in places and networks where institutions create trust and expedite
business.

The costs and associsted risks of coordinating people and firms vary
enormously between jurtsdictions and communities, as does the openness of
networks (0 outsiders and newcomerns. Where economic sctivitkes are protected,
highly regulaied and depend on complicated and arbitrary rule systems, the
coordination costs are high. Where the ground mles are easily knowable,
stible and consistently enlorced. the coms of coordination are competitive,
This is where tmnsaction-intensive and coordination-sensitha activities gravitate.
Regimes with secune property rights, stable money and the nule of bw encourage
competition, and have become the cenires of fast economic growth, high
employment and optimism. They are the hubs from which global metworks
racliate and in which most innovations ane tried out fiest.

Free and competition-friendly ground rules—what we shall call free
‘eronomic constitutions' —{acilitate business as well as the explomition and
testing of potentially promising knowiedge. This is because interaction is largely
based on trust, @ greal transaction cost saver. By contrast, regimes with an
uncertain commitment o economic freedom—ie obsoure, prescriptive and
prodiferating regulations; arbstrary political decisionmaking: and discriminatory
preferences for specific tribes or organised interest groups—impaose high costs
and risks on producerns, employers and innovators. The owners of mobile
capital, knowledge and enterprises are deserting these places. It is therefore
not surprising that the quality of economc freedom is reflected in the growth
and level of per-capita income (see Graph 1 on next page). The Graph is based
on i large range of indicators of economic freedom—how well private propenty
is protected, whether people are free 1o contract or whether intrusive regulations
interfere, whether the economies are open to the workd, and so on—and have
been cross-checked with the asscssments of prominent observers who make
intermational comparsions (Gwarney-Lawson 20001,

National borders ane now less of an obstacle to trade and investment than a
generation ago. Globalisation—the integration of markets in many parts of the
world—saned in camnest in the 1970s and 1980s. It now alfects concepts of
nationhood and national sovereignty in profound ways. Some speak of the
demise of the nation state. Others are outraged that democratically elecied
pardiaments and governments no longer retain the sovereignty to regulate and
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legislate as they please. Yet others see the benefits of the competitive discipline
that inferjurisdictional competition imposes on legislators and administrators
They are aware of the foct that pardiamentarans, once eleced, mrely do the
voters’ bidding Instead, they regulate and redisiribute in favour of well-organised
tnterest groups. The latter will in wm help their pany financially or ‘helpful’
officials financially and otherwise at the next clecion, or show personal gratitude
o ‘supportive’ politicians after their retirement from polithes.

People who are sceptical of collective action therefore see globalisation not
only 28 a welcome constraint on political agents, but also as a 1ol of
empowerment for small firms, individual citizens and freely formed citizen
assoclations. Above all, they observe that the discipline of international
competition induces the makers and enforcers of mles to provide better quality

LIS LTS
Graph 1
Economic Liberties and Prosperity

Per-Capita Income (US%, PPP) |
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Bunoive Prossiniry

The opening of national jurisdictions 1o free trade, investment and payments
creates positive lfeedbacks into the quality of a nation’s institutions. In the first
instance, tride and mobile resources favour jurisdictions with freedom-enhancing
and trust-inspiring institutions. The economy then flourishes, whereas others
with poor institutions lag behind. Such differences in economic growth—as
well s the revenues and resources to maintin political power—signal o
those holding power that they ought 1o adjust the instirutions scoordingly.

Economic historian Eric Jones described this interaction in the context of
post-Medieval Europe, showing how interstate rivalry and openness were the
reasons why more secure individual libenies, privaie propeny rights, the rule
of law and ultimately constintional government developed. We shall therefore
call the feedback from openness (o nstitutional evolution the ‘Eric Jones effect”.
It is behind the daw reponed in Graph 1 opposine.

In Australia, the role and modus operandi of institutions and government
rely on timee-tested (British) concepts. Australia's stuble democracy has developed
rules of overarching constinutional quality, which facilitate orderly and peaceful
adjustments in lowerdevel niles In the 19th century, the colonial societies
down under displiyed grest creativity in shaping innovative and progressive
instiutions. These institutions underpinned fundamental economic freedom
and left much scope for entrepreneurial initiative, laying the foundations for
the much-admired self-confidence of Australians. As a result, the population
and its wealth grew rapidly.

In the wake of Federation, a more interventionist and prescriptive rule set
was established, called by some the ‘Austrilian Settlement™ (Kelly 1992: 1-16).
It had 1w be abandoned from the 19%0s onwards, albelt grudgingly, reluctantly
and in a plecemeal fashion. A more timely and cohesive reform of the underlying
economic constitution could have avaided much pain. But the protectionisn
and anificial security of the “Sctilement’ prevented most Australians, and cerainly
the politicians and interest groups with a stake in the past, from perceiving the
full impaort of the changes that were occuming around them afver World War 1L

Advanced globalisation is now rbsing new and fundamental questions as
o whether the proesent rules of the game are appropriate. Can Australians
prosper with the curment mix of reformed conditions and leftovers lrom the
post-Federation settlement? Can we succeed on the ghobal scene with the present

3 The ‘Sevelement coverrd o numiber of demenn. By conmsl wage Buing sl peweecising o growing sy of
dnrmein indsstries, die poverisess ennired tin wlug e el Whin aomigsse—carmod sdoguaic
wmmmes. Tl phahssapler of porcrzesce wo hased on patrsaiio brteeoiencr sl propmose of o s
ther comsmapsrncay sl madhaps. b snerriapissl sl the Sustialian Ederation selies] on sl benevalonee
il Brisish provecison s cecduded ion Whine imeagraiisi. This Seelemms’ we e ssule of scmingly
sstomaric groseth moat of the 19h crneary, the arerrding shack of the Lind ceis of 1888, and the
nationaliss-sranie sgin of the rimes The new inerrerssoms orde no doubt wred wbilivy sed the petinal
reanded seonnemic develogunens sl sl ansecrmary marisl babibap.
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size and functions of the state? We know for sure that those communities and
nations that develop the fundamental mle systems 10 suppont and anract
places of social optimism and fulfillment. Those who grudgingty deag their feet
and allow entrenched interest groups w delay institutional rejuvenation will
full behind and turn their feam into self-fulfilling prophesies

This forecast can be given substance by comparing how instinutions and
changing circumstances interacted in the 1990s in the Anglo-Saxon countries,
continental Europe and Japan (see table 1 opposite). The aging societies of
continental Furope and Japan cdung to thelr economic constitutions of the
past. They relied fairy heavily on centralised and dirigiste coordination, and
tried 10 ensure security in the face of opening trade and technology frontiers
by protecting politically well-connected groups. Over the past 15 vears, the
Japanese govertment has tried o overcome economic stagnation with one
programme of massive Keynesian demand stimulstion afier the other, o litthe
avall. Nowhere have Keynesian policies of fiscal and monetary stimulation
been wied more than in Jupan since 1967, Yet the only outcome has been
mounting public deb,

By contrust, deregulation and the enforcement of simple rules spurred on
the Anglo-Saxon economies. Companies were allowed to go broke, conditions
lor star-ups improved. Foreign teade and investment were liberalised. Union
cantels were broken, if necessary by government intervention. Gapital
productivity and economic growth responded spontancously. These reforms
have set off a viruous circe: The public suppons the reforms and ensuing
competition, which in turn prevents political agents from tinkering with the
capitalist rule system and theneby hindering future growth,

Tuble 1 on the facing page shows some of the intemational ratings of
economic freedom and institutional quality as well as the levels and mtes of
growth in varous countries. Even such a cursory glance indicates that the
quality of government, apenness 1o international trade and investment, and
ratings of economic freedom comelate positively with material living standards,
The US and the UK economies are among the most open and free and the
business environment there enjoys high ratings Feonomic growth was higher
than in the less free and open economies of Japan and Germany, for example,

The challenges of global competition face Australians (and New Zealanders)
move immediately because we live in afffuent, mature frontline states' We are
also located in the most dynamic time 2one on eanh. It is bere that most new

‘ The salele alon shows thar Aunradia snd New Srsland o ormbimd with decen) grernment, b peot opsnes.
Amrershin s sonsreeni seabon e, scuandsing #s inerrratesnsd surveys, soenathisg o b desieed (ihe man
reaosna o all mich el sarery bong poor povesismein sl anfror labusr markess Sustraba wnd MNow

Leatanad wrr comanbeialsly poorer dan the big lesd soomoman ol CHECT, end el was ane Bcios whek has
Mﬁlhmﬁn_ﬁqlﬁhﬁﬁlm
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ndustrial competitons and most new buyers are emerging. And we cannot rely
on 4 big domestic market 10 give us the illusion of self-sufficient security, as

may still be possible for Europeans and North Americans
Historic Porallels

The subject of this essay—economic freedom and how to suppon it
institutionally—has a relevant historical pespective. A long view of soctal and
economic history suggests that alter periods of slow economic growth, political
entreprencurns emenge who win supspon for liberal reforms and adjustments 1o
new circumstances. On the ather hund, periods of fast growth are the harbingen
of institutional backshiding, with organised pressure groups and political activises
campaigning for rules that constrain individual initiative and innovation, thus
hindering economic growth

This s made clear by 4 comparison between Australis and the workd at the
beginning of this century and that of the last. Some sinking paraliels ememnge:

o A hundred years ago and afier a not-yet forgotten downiturn in underlying

coonomic growth, the stan of the comtury was marked by renewed coonomic
acceleration. The world economy was benefiting from strong integration

xxi
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gains, and fundamental innovations in the chemical, electrical and motor
vehicle indusiries. There was a new optimism and hedonistic enjoyment
of material progress and innovations during what became known as the
belle époque or “Edwardian cra’. The Australian economy was emerging
from the land crash of 16888, in particular in Premier Reld's free-trading
New South Walea It was driven forward by mpid gains from innovation
and economic integration as colonial trade restrictions fell (the ‘Federation
boom’). Investors in Australia and around the world benefited from stable
money, based on the gold standard.

One hundred years ago, there was much political controversy over

the benefits of economic openness and competition in markets.
Powerbrokers wene inclined to play nationalistic or imperialistic political
games that paved the way for the catsclysm of World War | and all that
followed. In Australia, basic political institstions were put in place during
the Deakin era that made it an interventionist-redistributive state and Ffairly
closed economy for most of the 20th century. In contrast 1o the openness
and economic freedom in the Colonies during the 19th century, the Deakin-
era ‘Australian Settlement’ instituted rules that resulied in relatively slow
economic growth.
The carly 2000s have also been marked by 3 vigorous worldwide economic
upturn. It has, however, been underway a little longer than its predecessor
100 years ago. The world economy is again beneliting from rapid reductions
in transpor and communication costs and enomous cuts in information-
processing costs, as well as promising inventions in biotechnology (gene
manipulation), energy saving (for example, the fuel cell) and materials
science (for example, nanatechnology). Segments of the world populstion
scem 10 be caught in an optimistic belle dpoguee spirit again, not least in the
free-trading open Anglo-Saxon economies. The popular enjoyment of new
products and forms of entertainment is reminiscent of the early 1900

The Australian economy has been swept up by the current wave of
globalisation, by the gains from trade with emerging East Asia and the rest
of the world, and by the benefits of the communication revolution. The
stifting ‘tyranny of distance’ is no more. Sydney has become one of the
mujor hubs in global networks of trade, raffic, finance, innovation, the
arts, and design and fashion (Andersson-Andersson 20000, Investors and
entreprencurs in Ausiralia and the major economies around the workd are
once again benefiting from stable money. This has enabled them 1o plan
new ventures without getting sidetracked by ultimately destructive
speculation about inflation. But, once again, growing international
investment flows and competition, not 1o mention the subjection of political
action to the verdict of capital markets, are resented in some circles and
are being actively opposed.
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Some politicians in the year 2000 treat us 1o triumphalist statements that the
Australian economy has not enjoyed such a long expansion of demand since
the late 1960s, That s true: increasing demand is now, a8 it did then, meeting
with fairly elastic and growing supply, so that cyclical upswings last, cyclical
recessions are mild, and price pressures are relatively low. Consequently, much
new demand is translated into the growth of output without inflation. Yet, it is
during such periods of casy growth that economic structures and social aminsdes
become rigid. In the laie 19605, no-one predicted the economic debacles of
the 19708 and hardly anyone was preparing for the contingencies of flagging
economic growilh

All this points 1 an economic theory which says long-run growth of a
nation's potential 1o supply goods and services is subject 10 genemtion-long
‘Kondmtiell cycles’. Two or three decades of accelemted growth tend 1o ocour
after institutions have been reformed and major tlechnical innovation has been
implemented by dynamic entrepreneurs who launch new industries. Afier about
a generation, the very success and ease of economic growth permit obstacles
o further growth 10 emerge Some are material, but many are man-made.
These then produce one or two decades of slowdown and widespread
disappoiniment, as observed dunng the 1970s and carly 1980s (sex Chapter 1).

One purpose of this essay s therefore to ask: can we detect conditions that
might transform the booming beginnings of the 2000s into a simile of the 1973
19862 experience by the end of the decade? If s, what can be done about i?

Economic growth can never be taken for granted. Admintedly, public policies
can be conducted for some tme without regard 1o cultivating the conditions
for long-run economic growth. However, once the damage becomes evident,
the consequences cannol be averied easily.

The nationalism born of the insouciance of the belle dpogue, lor example,
choked free international economic exchanges. This made the major monetary
dislocations of the 1930s inevitable. When these cinsed enormous productivity
losses, linde could be done 10 undo the damage. The degree of international
trade integration among the afffuent countries reached in 1913 was not surpassed
until the 1970s. Meantime, war and autarchy policies inflicted unnecessary
losses and great suffering on two generations. The phase of international distrust
and conflict lasting from 1914 to 1945 would not have been imaginable withowt
the acts of economic nationalism—power politics without any regard to
economic growth—and selfish protectionism st the start of the 20th century.

This is met 1o imply that we are now faced with risks to cosmopolitan
cooperation and exchange akin 1o those looming after the fimt decade of the
20th century. But we have w be on guard against dangers for rational
policymaking (Chapter 1) Environmentalism, new anarchical anacks on the
global trading system, culiuml pessimism, a new xenophobia, rampant welfare-
statism and the attacks on rational analysis in economics and the law are all
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developments that can trigger long-term economic and political consequences
that no-one intends or can foresee,

The sime applies to the new nationilistic assertiveness in some of the fas-
growing developing countries and in some sections of affluent socicties. In
scveral Asian countries entenched eliies are formenting xenophobic or patnon:
sentiment in order to protect thelr persanal material positions from international
competition. A combination of some of these sentiments and attiiudes may yet
again prochuce economic setbacks and force some communities 10 relearn the
painful lessons of the 20th century.

At the very beast, the historic perspective should akert us 1o the insight that
cyclical waves muther than linear trends are the pattern of social and economic
evolution. And we are well advised 10 reflect on what the great visionany of the
metits of an individualist and free dvilisation. Edmund Burke, had 1o say some
200 yeamn ago

The science of constructing & commonwealth,. . . or refomming i, s

oo ot 1o be aught @ priovd, Nor s it a shont experience that can
instruct us in that practical sclence, because the real effects of moral
causes are nol always immediste; but that which in the first instance is
prejudicial may be excellent in s remoler operation. . The reverse
also happens; and very plausible schemes, with very pleasing
commencements, have often shameful and lamentable conchusions.
(Burke 1986 152)

Oufline of this Essay

With that in mind, I will review in Chapter | some of the salient developments
during the quarter century from 1975 1o 2000. | shall do so from the subjective
standpoint of one who engaged in a linle fotumology in the Late 1970 when co-
authoring Awustralia at the Crosomads—Our Choices fo the Year 2000 | shall
focus on the notion that high quality cconomic institutions are essential for
economic prowess, and much more. The analysis will deaw on the concept of
broad long-wave patterns of economic growth (or ‘Kondratieff cycles’), showing
that the Reagan and Thatcher reforms accelerated economic growth (as in the
19808 and 1990s) whereas institutional ossification slowed growth in the late
19608 1970s.

The remaining chapters look 10 Australin’s medium-term future, 2000 10
2025, Although most circumstances of daily life will not change greatly over
the next 25 years (Chapter 23, we shall be on the lookouwt in Chapter § for
changes in some major wrends and for those political and economic
constellations, that typically led 10 eardier slowdowns in growth. Are there
harbingers, overseas and here, that foreshadow s renewed deceleration? In
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Chapter 4 we shall ask whether there are policies that can prepare us now o

cope with tendencies o rigidity and unnecessary constraints on frecdom and

prosperity. econamic history has shown that individual communities

Aﬂduﬂmnuﬂaﬂnhdm:lmmrrum
and enterprising halvts during times of plenty.

The ultimate intent of this essay is 10 make it plausible 10 readers that the
creation of free, Mexible and effective instinutions can be viewed as a community's
investment in valuable intangible assets, and that these instititutions are more
important 10 our long-term well being than such hardware as roads, buildings
or machinery,



CHAPTER 1
1975-2000 in review

o Australin follews the Mercantilis Trend, we will not ondy see 2 contimung mabiliry
b conpe with some aspects of economic wellsre—sach as high unemployment,
particularly of the young, high inflation, slow growth in fiving standards, and a more
unegqual distribution of inoomes—but alao serious failures in mesting non-cofonmic
alsectives o which Western socheties aspire. . . [Thel alernative woulld concesitrate
on developing constructive responses o the trend breaks and challenges of the
1570a. This strategy is founded on welooming and fostening innovation and the
opening of the Austrulian sockety and economy to renewed competition. . [This]
wiosuld amount (o 8 new phase in the growing up ol the Australian nuaition, & move
from adolescence protected by the “Mother Seste” (o full muticity. . The assets we
have inherted are considerable, and the self-reliance of young adulthood would lead

to o confidence that is presently so badly lacking

W. Kasper, R. Blandy, ). Frechaim, D. Hocking and Roben O'Neill (1960)
Anstralia at the Crossroguls: Our Cholces o the Year 20060,

A. The Context
The Sod State of Australian Economics in the Late 1970s

By thet rmbcd- 19708, it was obvious o many inlernational observers that Australia’s
longaanding economic stralegies were no longer tenable:

*  The Whithm government had tried demand expansion, as prescribed by
the Keynesian textbook, o prevent a rise in unemployment during the
downium of 1974-7%, Trusting in a stable trade-off between inflation and
unemployment, the government created inflation by a politically convenient
mix of wage increases, massive fiscal sponding, casy money and devaluation
But there was no trade-off Australians suffered record inflation Gin 1974
and 1975 consumer prices rose by more than 17% pa) as well as
unprevedented and long lasting unemployment. Economists mumbled about
‘supply-side shocks' and ‘stagflation’. In its first real test, Keynestan policy
fatled resoundingly to reduce unemployment, not only here but also around
the wondd.

*  The productive apparatus of Australia's inward-looking and protected
ecopomy displayed condiderable rigidity because it was tied down by
centrally regulated wages and working conditions, administered capital
markets, foreign vesment and exchange controls, high and distorting
externil trills, and much collective ownership of the means of production
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The economy responded 10 oyclical downtums in demand with job
destruction. It could not cope constructively with structural changes. This
became clear when the Whitlam government abruptly cut taniffs by 259,
Ham-listed quota protection was needed 1o stop job losses.

*  Obwious competitive sdvantages in Australian agnculture, mining, selected
manufactunng industies and advanced services could not be exploied
fully because of a web of rigid regulations often created by lobby groups.
Miny economists, trained in shonterm demand-side nucroeconomics,
could not understand the economy-wide benefits of a more responsive
micro supply apparaiis, Thus, only very few economists advocansd an
opening of the economy, the deregulation of factor markets for libour
and capital, and the liberalisation of many administered domestic markets
for goods and services. Pew saw that 4 focus on microeconamic relorm
was needed to cultivaie o responsive supply side.

I had come 1o this country from different economic traditions, having worked
with the German Council of Ecopomic Advisers and the Kiel Institute of World
Econormics on supply growth and industrial strisctural change. | had also worked
in East Asia where the mobilisation of kibour, capital and knowledge for supply
growth was all the rage. Like other outsiders, 1 was struck by the poor long-
term productivity growth in this country. Australios was well endowed, politically
stahle and young, and it was located near the newly dynamic East Asizn region.
I should have been growing by 5% a vear or maore. In reality, it was not even
managing a growth of real per-capita incomes of 1% during the second half of
the 1970s.

Diespite shuggish productivity and pooe output growth, the growth problem
hardly figured in scademic courses or professional publications. Purther afield,
there wus much “ucky country complacency’. Only a few Australians identified
tariffs and interventionizm as the root cause of o spreading economic malaise.
By the late 19708, academics such as Trovor Swan, Colin Clark, Heinz Amd,
Max Corden and Colin Simkin were pointing out that wariffs and other market
interventions were responsible for the harmful structural rigidity ultimately
hurting Australian citizens.

But the political clite did not recognise the problem, let alone accept the
remedies. Pasrliamentarians, officials and lobby groups remained ignorant of
the fact that economic growth—like any other oganic evalutionary grosah
provess—requires constant and systematic adaptation, and that proliferating
interventions ossify economic structures. Few realised that producers have 1o
sdpust existing structures and relationships to changing demands, new supply
scarcities, fluctuating prices and new technical opportunities, and that the
political protection of existing industrial and union jobs causes unemployment
Few policymakers—Ilet alone the press—understood that improvements could
be achieved only by freeing up markets.

)
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Arguably, the most effective voice preaching the merits of markets and
evonomic freedom was that of the ‘Modest Member of Parliament’, luter "Modest
Farmer, Bert Kelly, Sill a newcomer w Australia and fecling infellecrually
rather lonely among the economists at the Australian National University, |
soon catne to appreciate the humane and commonsense manner in which Ben
presenied complex economic problems and obvious solutions (Kelly 19810,
Bert kept exposing the ermons of the prevailing inward-looking mentality by
pointing 1o the growing costs of the closed economy,

To my mind, sandard macroeconomic growth theory could not explain
Austrulia's poor track recond: the economy was exceptionally well supplied
with virmually all production factors considered essential for economic prowess.
Capital, labour, technical knowledge and natural resources were abundant
Indesed, there were no obvious macroeconomde supply limits 1o growth i one
ook Australia’s acoess 10 world facior markets and immigration into acoount.

Australin’'s long-term growth problem became clearer when one looked at
structurl microeconomic ngidities and an evident lack of entrepreneurial interest
in exploiting new oppoanunities. This was the consequence of a pervisive
politicisation of economic life. Once It was recognised that economic growth
had 1 microeconomic dimension, it was obwious that poor growth was caused
by “tariffs on demand'—often granied as soon a8 an industry came close W
even a whill of international competitive pressure—as well as the regulation
of intermational capital Nows and labour markets, and the preferences given 1o
well-connected and privileged interest groups.

In the 1970s, there was not much genuine innovation and outsider
competition. New obatacles to structural adiustment wene emerging in the form
of the ol crisis, stagflation, balance-of-payment imbalances, a growing proclivity
1o strike, and popilar fears of dsing unemployment. The Whitlam government
aggravated the situation through infladon and debs making Nor did the Fraser
government do anything 10 make the supply apparatus more responsive anc
clastic. It only fought persistent inflation through demand-side policies, in
particular stolid and unimaginative monetary restraind.

The Lang Term Benefits of Free Markets

In order 1o highlight the need for 2 more flexdble supply-side and 1o show
what was at stake over the longer term, [ depioied plausible long-term scenarios
with widely divergent growth paths to the year 2000, depending on the extent
of microeconomic reform’. The use of long-term growth scenanios dramatised
what theoreticlans called ‘third-foctor growth’: different systems of economic

S W Kanper, Wamerafias Dpeions’, Auuiian Fimamoial R, 7 Decembe 1977, pp Llﬂil.ndm
a5l TG Parwy (b, VTTR The boob bl the siele Gosoih, T amdl Serwciurel Clangs in an Cpn
Porcassse of the nerm ‘wrintiral bange il e, che ik wen ity amifind by one of the ANLI
libemrioy umder ©ivil Figprasriog, Socl mas the sise ol Amerabisn sossomus o e o’

L)



Welfgang Kaiper

institutions allow enterprising people 10 find, st and use knowledge to differing
degrees, so that the same amount of work effort and saving sacrifice produces
greatly differing results in terms of national produce Al the time, Australians
were saving relatively large amounts and working mther long hours, but attained
poor output growth®. Simulating some plausible long-term scenarios seemed
the politest way of saying to Australians that many of economic policies looked
ruther dumby

The only official reports that tied protectionism and segulation 10 poor
growth in the 19708 were those of the Indusiry Assistance Commission,
officials who had served overseas were also eritical of the dosed economy,
but only in private, Australian academics were not very convincing when they
argued for free trade, because they analysed the problem according 1o static
neoclassical thearies, using patently unrealistic and henoe unconvincing notions
of production, specialisation and exchange,

The most imponant agument against tanff protection is that it hinders
competition and kearing, and with it the evolutionary capacity of an economy
10 explon knowledge By assuming that all production knowledge and all
consumer preferences were already known, the essential knowledge discovery
argument for free trade was sssumed away! This was the case with the
government-sponsored  econometric IMPACT model, which was closed o
unforeseen discoveries. By its very conception, this static and simplistic model
was (Il suted 1o analysing major structural adjustments and the complex and
open-ended phenomenon of growth.

The development of different growth scenarios was based on an
understanding of the important role of economic competition. In open and
competitive markets, suppliers val with other suppliers and buyers with other
buyers. On both sides of the market, people invest assets and skills so that
they are able 10 strike an advantageoes deal with people on the other side of
the market. In other words, they incur transaction costs. These costs are of
course unwelcome, and the outcomes of these competitive effors are risky
But if the rules force the majority of the community 10 bear the ransaction
costs of competing by searching for and testing usefuul knowledge, the economy
will grow (Kasper-Streit 1998, che B; Kasper 1998: 76-95),

mmmm&mmmmmmr
best efforts. Exploring and using new knowledge Is, after all, a risky business.
Others will try to shirk the obligation to compete. However, if everyone acts
entrepreneunially—i e, uses their assets in knowledge explomtion—he chanoes
that most will succeed are enhanced. Prosperity then follows and growth

§ h-mluhﬁ-h;—ihnm Ersrvary s Sivveurs] Changr, ban was
disiarees iheas s cone oo shas iy shared wy predilectisn ine e mackets. Indend, they moommesdad in
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becomes self-reinforcing. Conversely, the more political interventions exempt
some groups from competing, the more everyone’s chances of success are
dirninished, and the less the economy will grow.

Even with hindsighi, this positive and normative understanding of
competition, rent-seeking and economic progress still scoms highly relevant,
bath to the past and the future.

The Crossroads Shudy

In late 1978, Shell Australia invited me 10 join a small team 1o debate these and
related issues. The ‘Crossroads Study’ (Kasper et al. 1980) analysed past trends
and identified major changes and trend breaks, Alternative futiires 1o the year
2000 were examined (a) under a status quo setting of policies, and (h) with
comprebensive liberalisation.

This exercise in futurology was loosely underpinned by the theory of long
waves of economic growth (Kondratielf cycles), which owed much o the
writings of Joseph Schumpeter, While Schumpeterian theories fit poorly into
the prevailing onhodoxy of equilibrium economics, they offer relevant and
constructive insights into entrepreneurship, competition, innovation, and political
rent-seeking.

Long-wave theory shows that economic evolution is not a simple and lincar
process, but 3 complex imeraction of socil, demographic, wechnical, political
and economix factors. Growth proceeds in generation-long acoelerations: young
relatively unregulated industries join existng production structures, followed
by ten to twenty years of deceleration, when defensive social and political
forces hold up the transfer of new idess into innovations. The American
economist Mancur Olson, who had just been to Australia, highlighted the
inmteraction of political canels and lobby groups in slowing economic growth,
although he did not place his theories in a long-wave context. Nor did he
allow for economic crises triggering overdue institutional nnovations (Olson
1986.2),

A plausible hypathesis in the late 1970s was that rising social and industrial
wensions and stagflation were rypical sympioms of a Kondmteff slowdown,
similar 1o previous episodes such as Australia’s land crash of 1888 and the
depression of the 1930s. In the Crossroads study, the key challenge for Australian
policy was to catch quickly the next upswing of long-term supply. Al the ume,
we saw a new growth wave approaching, driven by internationalisation and
technological changes, in particular data processing and COMMLNCIBONS, ENcmgy
saving, new materials and biotechnology. We were hoping that Australia would
be among those who caught the growth wave early (Kasper et al. 1980, 95
1700
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From the Viewpoint of 2000;
How o Prepare for o Slowdown afier the Present ‘Globalisotion Woave'?

Australia has come a long way since the dosed economy settings of the Menzies
10 Fraser era. The country is now a much more open, sdaptable, individualistic
and self-assured nation. Alas, the transformation came about more slowly and
bews completely than was hoped in the Crossroads study. That it occurred at all
was probably due mainly 1o powerful rendsetting shifts in the international
ecnnomy, instructive policy sucoesses clsewhere (Reagan, Thatcher, East Asian
Tigers) and some of the wechnological changes we had predicted.

The conservative and inward-looking stance of the Fraser yean prevenied
Australiuns from catching the incipient upswing early. Thanks to the reforms
of the early Hawke-Keating years, howeves, growing numbers of Australians
were able 10 ride the upward rend in supply growth during the 1980s. They
did s0 much more successfully and spomancously than people in some more
hidebound polities, such as Europe and Japan. There are some concerns that
the upturn has not carried everyone forward in equal measure, bot this rarcly
happens. As 4 consequence, there are regional and social pockets of people
who hive been left behind. However, this is not a reason not 10 weloome
widely beneficial competinon, structural change and innovation.

It one subscribes to notion that long-term economic and institutional
development proceeds in waves, several key questions can be posed.

* Earlier Kondratiefl downswings invariably surprised and disappotnied a
generation used 1w 20 or 30 years of secemingly automatic growth and
rsing stock markets, interrupted only by weak shon-lived recessions
(see Insert on Kondratieff Cycles, pp. 7-11), Can we expect a new
downwave in or after the first decade of the millennium? Are there carly
wirning signs® Or is such a mechanistc reading of the long-wave theory
inappropriate because the infotech revolution has changed economic
life For good?

=i a Kondratieff downtumn is 10 be expected, what are the forces that
create it and can they be attenuated” What can Australians do 1o buck a
global downtrend and protect themselves in times of international
adversity?

* In uny cvent, has the reform agenda of the late 19708 been completed?
And are there new iems that should be put on the agends of reformers
in the opening decade of the new century?

ﬂhkhddﬂﬂnumm“mmm:ndMumdannﬁrm
‘ron law of history’, which would make a future deceleration of economic
growth incvitable. But history cautions us 10 be on the alen while the going is
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good, as is cumrently the cuse, Penods of easy economic groeth ane typically
timies when social-economic contradictions build up, producing subsequent
crines and disappointments. Although history never quite repeats itself, ignoring
cerain broad patterns of historic [nteraction i a surefine way 1© ensure that
past pain will revisit us. Put differently, just as the conservative, complacent
and protective Menazies era labd the basis for the cconomic pain of the Whitlam-
Praser years, so will the fundamental settings of the coming decade influence
the economic fates of the 20108 and 2020s

Kondratieff Cycles—A Thumbnail Sketch

In the late 19th and 20th century, o Russion statistician, Mikolai
Kondratieff, looked into the terminal crisis of capitalism that Karl Marx
hod predicted Kondratielf lound that Marxian erisas ware not lerminal
after all, but were followed by phases of rejuvenation. In reality, capitalist
um“*:r“whhgmdwuﬂw?i
groewth. Lober, WWHMW
called these waves ‘Kondratiefl cycles’ *

Although no o cycle replicates i thm:ﬂhul;dd
underlying patterns of development emerge ishory
Chesterfield once considered “only o confused heap of facts’ [see Toble
2; Freeman 1982, sspecially the article by Glismann ot al , and Kasper
et al. 1980 8-14). These broad patterns do not resemble the waves that
physicists observe on cothode tubes, bul they nevertheless con serve 1o
identity more or less proboble developments in the medium-term future.
At the very least, they should worn us ogaoinst extrapolating the recent
past in linear woys and remind us that the maxim ‘what goes up must
come down' is @ more appropriote way to think cbout medium-erm
ecanomic evolufion.

The growth occalerotion predicied for 1980 1o 2000 on the basis of
this theory in the Cros s study fifted the pattern. Accelerations are
:rmhdﬁhwnndmﬂimdhhtirﬁl,hwpﬂtuurdu:um
wpplies of raw materials, and o lessened of industrial relations
conflict. This makes it sasy for investors o ohead and onticipale
sirong profilability. At the some fime, past economic difficulties
politicol reforms 1o make the institutions more marketiriandly,
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encourages enirepreneurs 1o risk | ng new and promising
nnullmnmm siries. Innovating enfreprensurs
Inmh:lulz frequentty benefit from the development of new

tSdmnplIlrll?ﬁlilpquhnHu ‘swarming of

thm wave depends not only on the
of new computer ond other items of hardware, but o
burgeaning software indusiry, h communicofions revolution of the
Internet, ond numerous enfrepreneurs in enfertainment, finance, logistics
and marksting who exploit new Typically, industries expand
humhmwnﬂw During 20 to 30 years of acceleroting
growth in the supply polential, people experience many positive surprisas
Thhmuﬂhdwmdund:rd-mh\gmddrm .'.il'mu
ﬁuﬁ:iglﬂmﬁuhgrﬂwm Recessions are shortlived
mi

As the Kondratieff upswing progresses, the integrated international

trading system lo new industriol countries. Thus, the occeleration
of tha mid-19th century lurned France, and the United Siales
int “new indusirial couniries’ (Table 2 ﬂtwﬂwnd‘dlmgld

Britain's political and mililary pre-aminence. The ing upwove mode
and Russio/Soviet Union into new industrial countrias that
challenged the international ‘pecking order’. The upwave
of the 19505 to 1970s led io the rise of the East Aslan new industrial
countries.

Typically, subsequent down phoses do not greatly offect the new
industrial countries. Their relatively new production opparatus makes it
superfluous for them 1o -ngag;:: the ‘creative destruction’ of old

indusiries. Thus, fhe Union continued o enjoy ecanomic

growth during the 1930s. This had nothing to do with a superior growth
of socialism—as we learnt in the 1970519805 when the USSR

had bacomes an old industrial country and suffered o typical Marxian
mﬂ[ﬂmﬂhﬂn Mﬁhwﬂmmﬁlm

Mhmh&m collopsed.

afion of occelerated growth, controdictions and obsiocles
EM up in lastgrowing economies. These lead o slowdowns
ﬂinn one or two decodes, that is periods of widespread

Bn'l‘linu:h of lobour and raw malerial emarge. These lead to
showdowns which last o decode or two jexomple the 19704/ early 19804,

"“-Hnﬂ'-'_hhh- h.lr-_- hhﬂ-ﬂnﬁhmﬁ-ﬂ-nﬁhw
mﬂuﬁwmﬁ which st 40 1o 50 yemn
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Copital becomas scarca, raising real interest costs [Kindlaberger 1989).
Disiributional conflicts in the urban-industrial sector further
reduce profitability—and with it the reodiness of entrepreneurs to toke
up new technologies, 03 Korl Marx hod described under the
rubric of worlore’. Oplimistic expeciotions of innovators are
disappointed and imitators wipe out the profits of the original
innovators, Innovation slows down as businesses shift o defensive
sirategies to secure market share. Public opinion and the of
collective oction, who 1eem o ousume economic is lim and
avlomatic, then turn from the production 1o the consumplion and
redistribution of wealth. Politicians side with establishad interest groups
against new msd.mpr-::n-m rdhrtlg:ﬁu;ﬂ ant-
compelifive interventions. This further profitability [as it uring
hwww"ﬂ prevalent mood shi furher
As . sociol W-ﬂ

ﬁﬂnm-duuplhﬂmhm %

social commants becoma prldlﬂnﬂﬂ!!rndfd
everpopulation, Kar Marx' prediction of the end of capitalism, Spengler's
Decline of the Wast [during the 1930}, ond the Club of Rome [during

the 1970s). In subsequent KondratieH upturns, such onalyses lose
popularity. Thus, the Club of Rome is in the process of being dissolved in
2000

As a Kondratieff upswing matures, protective and reactive oftitudes
tend to moke it easy for ‘polificol enfrepreneurs’ 1o implement progrommes
and rules which hamper the chances of new entreprenesurs and which
favour astablished interests. There is a shilt from risking experiments 1o
sacurity. Figuralively specking, more and more roundabouts and speed
bumps are built inlo the by political operators and lobbyists. No
wonder the wrolfic slows |

Mancur Olson aptly described this process in the wake of the 19508/
19608 vpwave [Olsen 1982). The shifts in institutions and their
enforcement do much 1o increase the cbslacles to innovation and limit
the opportunities for enrepreneurs who wanl 1o pioneer new technologies
and new markets. mrwhmﬂuwmhmhndud-m
affect will readiness 1o reform institutions return ogain, The Thatcher
Reagan reforms and the wordwide deregulation and privatisation wave
of recen! decades are typical children of preceding KondratieH

Slmll':wghﬂw of fhe theorist, phases of decaleroti

ayes SCONOmic I ing
growth present themsekres as periods in which the elasticity of the supply
system decreases, so that o given demand expansion results in litle real

| L1
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growth and much inflation. Phases of occelerating growth, by conirast,
ore typified by more slastic supply, i .e. mndmm:;m

But this mwhdmﬂhmm
Mﬁq which should be mhédhguldnprr‘d
Innavﬂirﬁr:ﬂy lu:l.“l’;uh subsequent growth occelerations.

hﬂmﬂmﬁmmﬂhmdﬂﬁﬂﬂhﬁﬂw
make for economic sclerosis ond o slowdown,

Unfortunately, the recogniti long ond often irregula
Mgmrhmumwyh?d‘ﬂmm . :

B. 1975-2000: Impressions of History
The International Scene

Seen from a long-term historic and global perspective, the last quaner of the
20th century was a period of re-acceleriling growth following the oil crises of
the 19708 and cardy 19808 I was also a time of pervasive and intensifving
conflict between increasing openness (globalisation) and the wish of many to
avodel competition with outsiders. This kind of conilicn is nothing new, but the
speed of sdjustment 1o pew oulside competitons hus anguably reached a now
intensity. This adstment burden impacts above all on those whose human
and physical capital is invested in old industries, a5 these come under competitive
pressire from fast-leaming new industral countries, specificilly i East Asia
Another muipor part of the adjustment burden comes from the infotech revolution,
which has made many services—for example, finance, sccounting, insarance
and design—;niernationally tradabde for the firmt time in history, Violatile
intermational movements of short-term capital and growing direct international
investment also beat up the competition. as savers diversily their holdings
among different junsdictions. These processes are being driven by the drop in
communications costs and the greater ease of decentralised communication.

Reactions to these technical changes differ, as they always do. Many have
grasped the new oppomtunities which globalisation offers, Others focus mainly
on the threat to familiar lifestyles and ways of doing things. Yet others, not
least the politicians and bureaucrats, feel cutraged that democratically elected
governments are increasingly subjected 1o the daily verdict of international
investors and multinationals. Many ordinary volers and small business operators,
however, leel empowered by the new competition among jurisdictions. For
the world as a whole, the opporunities have obviously outweighed the costs
Otherwise we would not have registered 3 growth in the real value of worlkd

production per capita by more than one-third since 1975
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Gilobalisation has benefited the income potentinl of many who operte
lowcally and who have scquired new skills. Lower transpon costs and better
and cheaper communications have allowed great gains in specialisation and
advances in innovations across 3 broad range of activities, reflected in economic
growth. This has benefited not only those who are directly involved in
international exchange, but also those who provide local goods and services—
the plumbers, beauticians, repairers, providers of personal health and
entertainment services and w0 on. Many workers who used 1o be employved in
protected incfficient indastries have found new jobs in the mpidly growing
service sector. The gains from opening the economy over the past quarer
century, through globalisation and deliberate policy chodces, have thus been
widespread. Trade shares in production and demand rose, with at least two
million Australian jobs (about & quaner of all employment) now depend directly
on loreign trade.

Australian gains from globalisation were also increased by the wiping ow
of the yranny of distance’ and by the shift of the centre of gravity from the
(North) Atdantic back o the (Nonh) Pacific, namely closer 10 our time nome.
This has had the predicoed consequence thar events in the outside world now
affect Australians more immediately than they used o,

The Demise of Tofalitarion Sociclism; Sea Change in Global Politics

What was not predicted, and arguably was nol predictable, was the epochal
change in global politics and security after the demise of the Soviet empire. It
wius apparent 10 asiute observers that the crode economic coordination system
of state ownership and central planning could not cope with the demands of
an increasingly complex and dynamic modern economy. The Soviets were
able to send up sputniks, but ordinary coordination tasks such as supplying
consumers with fresh vegetables eluded them! As clear-thinking free-market
economists such as von Mises and Hayek had predicied all along, this
funddamental problem triggered the mpld vnravelling of the Soviet Union and
its empire. The result was the geopolitical surprise of the last quaner century.
Like all such surprises, it made the future less simple and secure. The old
certainties of the big bioc balance of deterrence gave way 10 greater diffusion
and less clear-cut political associations. The relief from the fear of major nuclkear
war and confrontation in cential Furope or Korea was traded for regional
conflicts, inchading conflices over etemal bssues such as mace and religion (East
Alfrica, the Balkans, Melanesia-Pacific), unsettled border disputes (such as
Kashmir), and central control (such as in Indonesia and 10 some extent in
China).

From the Australian poinl of view, the inlermational security position has
not necessarily improved despite the lessening of the threat from totalitarian

12
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soctalism The American alliance has bevome less Sosd-bearing’, at least in
lesser regional conlflicts, and the oppomemity lor a degree of free-riding in
defence has diminished with the end of the cold war. The American stance on
Australia's East Timor involvement in 1999-2000-—sympathy but very limived
material supporn—is an indicator of things to come.

The other epochal change oocurred in the People's Republic of China. No
ane coukd have prediced in 1975 that xenophobic inwand-looking Commundst China
wouthd convert to a pantially open economy, where govermment is claiming a smaller
share of mational output than in most European economics. No one could have
anticipated that Chira would be the site for the biggest privatstion in history, ghving
{0 miflion peasants control of the land they tll. Segmenis of the stae industrial secor
are now lelt 1o whither on the vine. Ambitious young people malke Gineers in busines,
aften networking around the world, and shun the privileges of Communist Party
rmenbershup. The effeces of te abandonment of socidism inall bt mame in China on
wurrhd evonomic groswth, trade and investinent have been tremendous. Uban coustal
China is rapidly developing an educated and sophisticated boungeoisie and wall be quite
a different entity froen what one maght have expecied mwo or thiree decades ago.

S far, the Chinese econonty has propelled pent-up demand and opportunities
into easy technical imitation and catch-up, despite its deficient economie, civic
and political institutions. Onee fast-growing supply saturates demand, these
institutional deficiencies will create serious  problems—a crisis w0 dwarl the
events in East Asia in 1997-1999 is imagimable. Whether the end of this easy
growth will trigger a politically assertive response from China's new middle
class s still unclear, But political and social change in China will lead 1o
contestation. This must be considered as one of the imponant mponderables
of the next quaner century (Chapter 3),

The cvonomic sethacks in several magor East Asian countries after 1997
have highlighted their institutional deficiencies. It was relatively casy 1w copy
the knowledge and structures for rapkd growth in agriculure, mining and
manufacturing and o build modern infrastructures, as long as imported
blueprints could be imitated and land and labour costs stayed low. AL the same
time, progress in building skill capital in technology and management has
been impressive. But these material conditions of economic growth must sooner
ar later be matched by improved ‘software of development’: ethical and legislaed
institutions that create trust, suppress discrimination and cronyism, and keep
the transaction costs of doing business and innovating low (Kasper 1994).

The development of an “instiutional infrastructure” appropriate 1o a modemn
economy and mass sockety nommally tkes time and is fraught with sccidents.
As the global economy is still going through a vigorous KondrtielT upswing,
many of the new Fast Asian industrial countries ememged rapidly from the
scthacks of the lawe 1990s. But their apparent ease of recovery could prevent
the thomuagh and noorssary rocasting of the polineal snd coonomic niles. A postponement

13
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the thorough and necessary recasting of the political and economic rules. A
postponement of institutional reform in Fast Asia would make the next

Kondratiefl deccleration a time of living dangerously, in particular for those
Australians whose fates have become more closely tied to the stability and the
prosperity of the region

Economic, social and instinmional problems are acule in neighbouring
Indonesia. Its return to fast growth, not @0 menthon its very national cobesion,
b threatened by comupl nstitutions. Excessive centralism in the Javanese
empire’, the cormpring ‘dual function” of the military (in defence as well as in
political and inchstrial affair), an uneven commitment o the open intermational
trading order, barriers to international competition that benelit crony capitalisis,
and insufficient checks and balances on government power are all ciuse for
concermn. Reform of Indonesia’s institutions is a daunting task, but one in which
Australians have a direct stake. If the reforms go wrong and entrenched power
groups revoll, Ausiralia’s external security will be directly challenged. Yet
Aunsgtralians can do linle but warch with sympathy. They must not pretend that
they can do more.

Security

Owver the past 25 years the threw of direot military aggression has steadily
declined. To protect our freedom of sovercign cholee in the Future, the
equipment and organisation of Australia’s military defences had 10 be changed
significantly. Now it appesrs conventional military conflict may be going ow
of fashion. Where centrally coondinated military conflicts occur, technology
may lead o ‘wars without fighting'—high tech bombasdmeni from afar or a
great height, and operators on a computer soreen rather than frontline soldicrs
who risk their lives. However, non-conventional and more diffuse conflicts
have been on the rise. Termoris and guerrilla anacks, insurgencies, militias, and
organised cnime networks sre often motivated by religious and ethnic extremism
of economic and social disintegration. Over the past quaner century, these
security threats have cost more human lives than conventional combat. And it
is likely that these threats will reach Australian shores.

The growing flow of dlegal immigration indicates one limit to national
sovercignty . Many of these immigrants hove considermable financial resounes,
a good education and the means 1o reach Australia. Ut is likely that they are
only the eardy harbinger of greater migration. The more our traditional wellare
stale acts 1o attract internationally mobile people, the more adjustment strains
will be placed on it llegal immigration could also become a strain on sockal
cohesion. Some groups argue for ready admission and generous material help
o new amvals, Others agitate for exclusion. A related issue i the illegal
imponation of drugs. Of course, more porous bordens are 3 worldwide
phenomenon, but the culiural and sdministrative strains of coping are bigger
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in Australis than in Nonh America. and mavbe even Europe. where there has
been 4 longer experience of illegal border crossings.

Another area where the power of national governmments for sovercign action
has been diminkshed is in the growing challenge from internationally networked
advocacy NGOs™. They now exen influence over policy, often by conducting
urarchic and viclent campaigns. Many pasticipants do not seem open 1o rational
argument and are commined o single issues rather than the complicated trade-
offs and compromises upon which a prospering modern community rests.
These Single Issue Promoters (S1Ps) thrive in an atmosphere where fundamental
values are not widely and expressly shared and where the understanding of
how government and economy function 8 generally poor. They benefit from
an climate in which political correciness counta for much and rational open
debate for naught

Many global single-tssue campaigns are financed, panly or wholly, by forcign
governments and international organisations, such as the European Unioa, LN
bodies and other supranational omganisanons lacking clectorl legitimacy . In
return for subsidies and even quasi-diplomatic starus, they offer non-eleced
supranational proponents of collective action, such as the European Union
and LN, an audicnoe and a degree of pseudo-legitimacy, typically demanding
actions these bodies want 10 promote (Rabkin 19091,

Yet the SIPs habitually overlook the problems that their sponsors are causing
For example, heavy subsidies have contributed 1o overdertilisation and the
spoiling of Burope's water systemns, but the ELTs common agricultural policy
s pever been sttacked by “green’ sdvocacy groups as environmentally harmful
Mor has agitation against ‘Frankenstein food' (genetically modified food) been
recognised as a ploy o strengthen and prolong the wasteful and ecologically
harmiful European agricultural policy. Likewise, agitation on ‘greenhouse’ gases
and antacks on free trade promise o hamstring Europe's competitorns who
supply coal and manufactures, such as Australia and developing countries.
Anyone doubting the client relations of many SIPs with the EU should nomanate
just one fssive on which Greenpeace and other advocacy groups have gone
against the interests and policies of the European Union. Wi shall return 1o
this issue in Chapler 5.

Partial Portisan Reforms under Hawke-Keafing

After the economic debacles of the Whitlam era, the conservative-dirigpiste
Fraser government persisted in protective obstinacy, This prolonged the

7 Tl srrmn mon g neptsaon (NA T has become ar imappeopeiate sussermer. Momee § dwemcton
bt 1in Do 1t Dctrest adwcacy groayn and scnon grosps whi imgilement bescvolent progremmen. ofem
with the suppan of governmem financ To swssd condemon. we shall rirt oo e ieersanoesl sheosy

1%



Walfgang Kasper

economic siowdown. The consequences of Fraser's retro-economics, however,
wore overturned in the 1980s by selectively reformist Labor governments. The
Hawke administration embraced economic reforms in a number of areas, some
af which had been contemplated but net scted upon by its conservative
predecessor.

The reforms were directed at the capital market in the first instance, which
was not pan of Labor's traditional constituency. Domestic banking, investment
and financial services were deregulated, and international fows of money and
investments were liberalised. The exchange rate was sot free. Australian savers
were now able o move their financial asscts freely 10 countries that looked
promising, and borrowers could raise loans overseas. The process was
sometimes costly, but ulimately valuable lessons were learmt Australia’s
previously hidebound financial and capital markets matured into wordd-class
players. Lessons were leamt by the regulators, as many entreprencurs tested
the lmits of ethical and formal rules, with some falling foul of debtors.
Bankruptcies by Australan entreprencurs in the 1980s diminished the
International crediwonhiness of Australian borrowers as a whole. However,
as capital markets learned o live with greater freedom and responsibility, an
innate flexibility and resilience developed in capital markets. It now facilitates
new enterprise and can absorb outside shocks, such as the impact of the Asian
linancial upsets of 1997.98

In produc markets, much was done to reduce tariffs in the least disruptive
way possible. Tanfls were pared back, by and large, across the board and in
preannounced and gradual steps. This policy belped 1© control inflationary
pressures. The government strove o give same of the most heavily tanff-
favoured industries additional assistance in the hope of preserving jobs CButton
plans’). On the whole, active industry policy interventionism was costly and
unsuccessful in maintaining senescent factories. But it may have bought off
imfloential indhstrial players with wxpayens’ money, made the trade liberalisation
more feasible and helped politically. Other domestic product macket restrictions
and state-sponsored markesing boands for Australian agriculiural produce were
also scaled back, but many remained.

The tariff cuts had the predicted effects: import prices came down. This
created many unforeseen business opportunities in activities that depended
on low input costs of traded goods, For example, at least three quarters of
everything in Australian hardware stores is now ‘made in China’, since buyers
voted for these goods with their dollam. Australians can now buy toals of
better quality than those the old domestic iImpon-substitution industry used 1o
chumn out.

This in twm improved our international cost competitiveness. Tanifl cuts
gave us betterquality, petrol-saving cars and trucks. Families with children
enjoyed a sizeable drop in the prices of children's apparel. Australians have
possibly forgotten how much the vaniety and quality of consumer goods has
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improved over the past two decades, not only because more foreign products
were added 10 the basket, but also because local producers responded 1o the
mnternational competitive challenge by innovating. Australians may remember
the ‘impon substitution cary’ of the 1960s and 1970s with the nostalgia of
sclective hindsight, but they should not forget thal the average small cir cost
about $28 000 in today's money, before wriff-reduction pressures triggened a
rationalisation of the Australian car industry,

Economic Rationalism

The term ‘sconomic rationalism’ has become on allpurpose invective in
Australia.

At one level, atacks on economically rotional policies seem quite silly,
just as it would make no sense to aflock o rofional engineering design
which ensures that a bridge stands upl Privote and collective actions thot

are sconomically rational are intended to achieve outcomes that are valued
wﬂmmdcmmhwﬂﬁrhmHIﬂTnm?lh

specific purpose. Economic policies are rofionally designed |
give effect to what most of us want, Communities that consistently act
economic irrationality soon violate other lundamental aspirations, such as
security, justice, peace and o sustoinable notural environment.

Al ancther level, the eriticism seems justified. It is directed ot simplistic
mdmﬁﬂm&hﬁumpﬂmﬂhhmwiﬂ
in reality connot be—nol by Treasury, the Ausiralion Competition and
Consumer Commission, or Hnduﬁrhycmmiuhnlhwtn&
means rationoli nﬂﬂrlmmhmngmldh ‘maximise’ known

Hﬂblq:plhdh policy issues. Virtually ony
intervention has ptﬂudhlullldllﬂlmﬂwl
cannot be cophured by hﬁmtmuﬁlhﬂﬂummd'—'
things remain squal’ [Kasper 1998: 34-34).
ﬂ-wmr;hﬂmhmdmﬂtnﬂm o
not be applied to issues growth where iscovery of naw
activities at niw means
ﬂm&hﬁufmﬁhp&pﬁrﬂdﬁhwﬁnﬂwmh
recognise that entrepreneurs do not rationally maximise returns fo known
resources. Their business is to find and test odditional resources and yet
unknown wants. Economists need 1o acknowledge openly thot the
economic orthodoxy is built on o narrow end-means rationality. This makes
it easy 1o build abstract models, but makes economists sound unrealistic to

the average person and policymaker.

i7



Welfgang Katper

Despite the generally beneficial effects of deregulation and its associaned
privatisations, there wis, of course, opposition. Intellectual collectivists criticised
‘economic mtionalism’ (see box on previous paged by belinling material ains
and stressing higher soclal goals such as 2 more equal diseribution of wealth
amalnment of these goals was harmed by policies aimesd &t unlocking
and choice. The intellectual coflectivists were in league with established interea
proups, which invanably reflect the power structures of the past. Reforms
were apposed by some indusiry lobbdes, such as car manufacturens, business
people with good political connections as well as regional coalitions of ongasised
labour, industry and the political leaders of backward areas. The losers made
themselhves heard in the media, while the winners in the powerhouses of the
new era, such as the wider Sydney region. the Queensland coast, and Western
Australia, were too busy competing and producing. Opponunistic peliticians
catered o the demands of outspoken interest groups,

Tarifl cuts were frequently blamed for developments, although the same
thing happened elsewhere without wrilf cots. For example, the widening gap
between the incomes of unakilled workers and the new knowledge workers,
who grasped the opportunities of the new Kondratieff upswing, is a woddwide
phenomenon. In Australia, however, it was blamed on tanfl cuts. B this is
ot & matter of the old Mamis mantea of the ‘rich getting ncher and the pooe
petting poorer’. Rather, it is the consequence of some 250 million new industrial
workers, mainly in Asia, joining the global competition in manufactures.
Australian workers now have to compete with lower wages, improved skills
and increasingly modern capital equipment. However, workers in old industrial
couniries like Australia have ofien been hamstrung and unable to compete
due 10 inflexible workplace regulations, union ties, poor management, aging
capital stocks and ncreasingly high wages and wxes. These obstacles hinder
attempes by workers to move up the ‘skill escalator, the only sustainable basis
for rising living standards.

Despite some gains, market liberalisanon under Labor remained partial and
uneven. As 3 reailt, imponant segrments of the economy remained trapped in
the high-cost legacy of past protectionism. Had market deregulation been mone
evenly spread across the board, Australian manufacturers such as the motor
ndustry, whose prices came down, would have experienced less of a cost and
profit squeeze. More jobs would have been preserved even in these industries.
Numerous Australian product and service markets were—and still are—far
from free, that is open to sll and subjeat only W essentlal health, salety and
environmentil constraints, Many services, such as the book trade, education,
insurance and transpon remain shelered from genuine competition. As » result,
the costs of tmnsacting business in Australia did not fall 28 much as they would
have had less effont gone into maintaining political alliances, for example with
the unins and regulsions.
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Another set of political problems arose because deregulation and the
disciplines of global competition have not fully resched regional Australia.
Vast distances and high transpon costs have so far prevented the spirit of the
new ghobal era from spreading 10 all the nooks and crannies of rural Australia.
Many State government bodies and local councils are still overstalfed with
people who do not realise that all government sdministrations are now
pompeting , Offten they deliver poor services, Many local suppliers
behave in the traditonal monopoly mode, demanding high prices for pocr
guality and unreliable service. This uneven sdjustment is causing unnecessary
cost pressures. For example, workd-market suppliers in agrculiure, who sill
have 1o cope with prtectonist restrictions in most overseas markets, also
have to put up with costly local regulations and inefficlent local monapoly
supplices. There are also disadvantages o producing in the hinterdand, bur
technical change has also brought pew advanmges. It would seem that one
way 1o enhance rural living conditions would be to spread the culural change
that has sswept the world-market oriented centres of the country o maone rermote
arcas, including local governmem (Chapter 4,

Macroeconomic policy during the 1980s and 1990s provided a more stable
and more predicrable framework for mdividual economic pursaits. This was
made easier by the gradusl winding back of the worldwide, oil-fired inflation
of the 1970s. I subsided when deregulation, tanffs cuts and unemplovment
made supply systems more flexible again, and wrhen independent central banks
in key economics implemented sricter policies. In addition, many product
markets in Australia became more compeditive, so that it became less eany for
suppliers 1o simply pass on cost increases. Many firms had 10 abandon previously
customary, quasi-monopolistic mark-up behaviour. Monetary stability also
benefited from the Roming of ithe currency, which strengthened the steadying
hand of the Reserve Bank of Australia The dollar could now be protecied
from imported inflation, and this focussed anention on who was 1o be held
accouniable for the stability of the Austraban curmency

Socred Cows

Imporant sreas were exempied from the creation of 3 new and more liberal
cconomic order. Successive ALP governments (1982-1996) treated organised
Liboar anxd the centrulised indusirial relations policy lamgely as sacrosanct.
Collective bangaining and the panial central administration of wages and salaries
were favoured over freely negotised individual work contracts, The practioe
of collective but non-union bargaining by sork teams, which spread in many
overseas economies, wis not allowed o make much of an impact in Australia,
Insiead, politicians and top union leaders assumed that a sodal contraci—the
Accord—between government, organised labour and employens would constrain
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aggregate wage increases, setile all arising disputes and accommaodate all the
ongoing changes in the diverse and complex labour markets throughou the
COUnITY.

Fundamental economic theory and international experience with centralised
wige fixing should have wid policymakers that the undentaking of such an
‘Accord’ was far beyond the cognitive capacities and effective political or judicial
control of any centralised body, A national economy is not un organisstion
where top-down commands are obeyed and enforced, but an incredibly
complex, diffuse and evolving organism where much coordination occurs
spontanecusly. Predictably, the ‘Accord’ rigidified employment structures and
work practices, and the resention of the centralised industrial relations model
served Lo retard labour productivity and job creation. These rigidities, introduced
inio the supply system by the “‘Accord”, became 8 handicap as the diversity and
speed of economic change grew.

Public welfare provision was another sacred cow that was more or less kept
off the refarm agenda. This created incentives for many not 1o act responsibly
and hampered the reform of budget policy. Labor governments also increased
transfers and subsidics 10 organised groups whose suppon government
considered important, Le. unions, green groups and ethnic communities,

Some Sute governments, who had been given greater fiscal freedom and
could now bormow directly in international capital markets, could not resist the
temptation 1o raise debit and spend up big. A a tme when private Australian
bormowers were also driving up international debes, the public secior added 10
the growing debn burden. As a result, the mtio of wotal external debts 1o gross
domestic product approached the ringe where indebiedness had inggered
financial crises in previous slowdowns of growth. This progression into dely
wis eventually halied by political inmtervention during the ‘banans republic’
crisis. Forumately, the comequences of extsting debt burdens did not become
acute, because the global Kondrtiefl upswing made existing debt volumes
more inderable,

It s understandable that the ALP governments in the 1980 and early 1990s
treated the public sector ot all three levels of government as largely exempt
from the discipline of globalisation. Public secior operators are not directly
exposed 10 daily international competition, unlike farmers, miners and,
increasingly, manufacturers. Officials therefore fall to recognise that the miles
of the game have fundamentally changed and that they oo have 10 comprete
now. The much-quoved “pramucy of politics over economic life’ has come 1o an
end, because the owners of capital and high skills can now move ot of
restrictive or poorly mun jorisdictions.

The 'dollar votes’ of capital markets are now demanding a fundamental
psychological change in the public sector, from ruling 1o providing support
services for internationslly competing producers. This new reality is

20
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uncomionable for some, bul this s the future Tute of Australian government
administrations. Politicians and bureancrats who acoept the necessary functional
shift in administrative style and adapt willingly can help us reap great material
gain from the global division of labour and irnovation. This will eventually
translate into political gains for them. Communities that wish to fight the trend
should take thelr cue from Cuba and Nonh Korea

It should be noted that some Stte governments cngaged in substantial
reforms dunng the 1980s 10 cut transaction costs and wm their States into
more anractive locations [or intermationally mobile producers. Even Victoris—
raditionally the epicentre of Australian protedtionism and political ‘cormection’
of market outcomes—switched from a defensive to a reformist policy stance
once the Newell Highway o Queensland had become o one-way road for
muohile citizens! Several other Sates and Temtores persist with outclated mindsets
and anti-reformist recalcitrunce, since they are balled out by lscal transfes
from the Commonwealh and economically more successful or fiscally more
responsible States. The Federal-Sate financial tansfer system, which was set
up in the bygone era of the egalitarian ‘Australian Settlement’, remains
unreformed and keeps rewarding poor performance. This undermines the
discovery power of a genuinely competitive and decentralised federal system
(Kasper 1995, 1996, Walker 1999, Hayne 2000)

Afier 1988, ‘reform fatigue’ set in. In ather words, the institutional reforms
that had been easy for Labor governments had been done and Labor's client
groups began o resist reforms closer 1o thelr interests. As 0 consequencoe,
Australians had o live with the openness of product and capital markets on
the one hand and traditional regulatory regimes in labour markets and an
unreformed public sector and socialised wellare regime on the other. Such
inconsistent orders prove unsustainable over the longer term. Either regulations
have 1 be refined or extended 10 shore up remaining islands of nterventiondsm '
or the government has to withdraw from all arcas of the economy.

The Howard Government Widens the Ambit of Reform—Somewhat

In the mid-1990s Austrulians volted for the Liberal-National coalition, who
promised further reforms in previously sacrosanct areas. The Howard
government upheld, by and large, the refiemed regime in capital and product
markets, made attempts to refomm labour markets and addressed imbalances in
the public sector, both with respect 1o debt and the tax regime. In 2 tmely
response to more dynumic and changesble financial markets, the governmeni
gave the Reserve Bank a greater degree of independence 1o set policies. This
enabled the Bank to focus on the only objective that the producers of money
can nowadays pursue. namely the maimicnance of stable assets value. The
Australian government has, however, failed © go as far as New Zealand in
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Ireeing the central bank from day-io-day political interference and in signalling
this 10 workd markets by a formally legialated new ‘constitution’ of central
hank policy. This probably does not maner much at 2 tme of growth, bu it
may prove 3 weakness in peniods of international monetary turmoil,

Another reform of the Howard government was the anempt 1o enhance the
transparency and accountability of the Commonwealth government. It
introduced W government an accounting system that resembles what the
legislatenr demands of business corporations. Governmenis must now accont
nol only for cash flows, but for contrucied receipts and expenditunes. They
must also docament all their assets and liabilities (‘scerual accounting) When
an afficial Commission of Audit handed the Treasurer and Minister of Finance
an independent valuation repon of Commonwealth assets and labilives, it
was revealed 10 what exten! past Australian governments had been in the
business not of value adding, but of value destruction. The Federal government
was broke. Over the vears, 8 hod acoumulated Josses. In 1996, labilities exceeded
assets by no bess than $§734 billion (compared to $188 billion in government
assets, Nathonal Commission of Audit 1996 xxil), Surprsingly, little has been
made in public of this fundamenal and imponant fact. And although a Charier
&f Budget Honesty was passed subsequently by the Federal parlament, it is
rarely quoted in parfiamentary debates. Perhaps budgetary honesty suits neither
the government nor the opposition. It cerainly does not seem 1o interest elected
representatives of the people or the press, which s making lintde of this esseniial
nformation about the nation's collective labilities and assets. Perhaps accounting
for the nation's collective wealth is not exciting enough, as that wealth belongs
0 Ro-one N panscular

There was also a shift in public enterprise management, which began in the
Hawke-Keating era. Many government-owned enterprises at Commonwenlth
and State levels were corporatised, e, withdrawn from immediate day-to-day
palitical intervention, and subjected 10 benchmarking on international best
practice. Considerable government-owned assets were privatised, even for
example in Defence provision, where there used 1o be enormous inellicencies
and lack of accountability. The sell sufficiency lobby was kept off-guard by
successive moves 1o more responsible management. In the 1990s alone,
Australian governments of various political hues sold off some $956bn of collective
propery (or $15,50 per household, see Walker & Walker 2000: 8, 20-23). The
fact that this country appears to be one of the world's privatisation leaders
relative 1o the national product &, of course, the consequence of a previously
high degree of socialised ownesship of the means of production.

Welfure reform was conducted in a piecemenl fashion by sucvessive Austrlion
parliaments, although it seems that net all administrative tightening decreed by
Canbwerra has been followed through by effective implementation on the ground.
Ii i% bess eusy 1o live on wellare now than 20 years ago, bui the rising trend in
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social welfure tanslers has not been halted despite cconomic growth and job
creation, Whereas some $500 anmually (in 1997-98 dollar) was transfemed
from every Australian resident by cocrcive government measures in the mid-
1960s, this figure tipled in the Whitlim era. It has since been creeping up
inexonibly to about $2,500 by the end of the century (Sulivan et al. 19949 126)
The redistribution of incomes from those who earn them in markets (o those
who depend on ax-funded handowts is therefore making the market econony
increasingly dysfunctional

Another consecuence of proliferating welfure redisiribution has been the
flat trend of public infrastmucture investments, the shilt 1o the private provision
of infrastrucures and a relative decline in defence spenading. In the Rutire,
welfare will again have 1o become a personal concern i economic freedom is
not 10 be endangered by growing confiscations. As the Australian population
apes, there have been some moves towards greater accumulation of self funded
supcrannuation. Put by making saving compulsory, the Labor government
abviated the need to address the underlying reasons for poor savings
performance, such ss the availability of cadle-to-grave social security, the
soctalisation of the costs of medical care and education, and the progressive
soctalisation of many other of life's normal risks,

The beneficil effect of private saving was undermined further by endless
and vexatious rule changes inflicted on citizens saving privately for retirement
or aking our private health insurance. These endless legislative aherations
emanate from perfectionist administrators and rent-secking parliamentarians,
but they hamper long-term planning by citizens as well as private saving. This
suggests that some may not wish o promote the material independence of
citteens from the government.

In the late 19908 and carly 20005, the discussion of ax reform dominated
political and public anention almost 1o the exclusion of ather equally important
issues. The underlying reason for widespread discowtent with tax burdens s
that successive governments relied heavily on personal income taxes o fund
the explosion in public wellare. The unavoidable corollary of proliferating
transfer programmes was that average Avstralian families have w pay for
parliament's ‘generosity’. Lower and middle-income households, which
traditionally carred low personal taxes, were pushed progressively towards
the wp marginal tax bracket. Whereas it had wken an annual income 20 times
the average wage in 1950 1o [l into the 1op tax bracket, it 100k an income of
only 1.4 times the average wage in 1998 Gullivan et al. 1999 1300,

Omne technique by which governments rypically transfer incomes from privaie
citizens o their treasuries is the combination of mflation and progressive income
taxation. In Australia, this wchnique was undercul by the comprehensive
indexation of the ax system by the Whitlam government. This made it harder
for the government to profiteer from inflation. More recently, the Howard
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government has partially stepped back from this position by reducing capital
Rains taxes rates af the same time as indexation was abolished. This is not a
concemn as jong as the atmosphere of ow inflation prevails. But if and when
inflation picks up, government will win from this form of ‘cold socialisation”,
ie. of tax increases without parliamentary scrutiny

The burden of the redistributive ‘chuming’ of taxes and subsidies, by which
some 194 of the national income is taken from and then redistributed 1o ‘the
battlers”, rests inevitably on the shoulders of middle Australia. There are oo
few 1op income carers and they are oo intemationally mobile 1o carry the
welfare burden. Neither will the shuffling from income taxes 10 GST disguise
the fundamental truth that the brunt of welfare redistribution will always have
tor be bome by the bulk of Australian Families.

The second Howard government was returned 1o office by the voters afier
announcing shifts in the tx structure from the taditional beavy reliance on
pesonal and corporate income taxes 10 8 general across-the-board tax on
spending on goods and services (GST, a an initial rate of 10M in goods and
service purchases by end-users). Al the same time, the government made a
pledge o simplify the archaic and distonting plethora of existing dineat axes
and promised culs in Australia’s high personal income tixes. This followed
from earlier legisiated promises of cuts in some tax rates by the Keating
government, most of which had ol coumse not been kept. Australian govemments
cin now enjoy 8 much broader wx base, and one that can be maised easily by
parlaments, as the tax-rate creep in the European VAT regimes shows

The introduction of the GST was also partly motivated by globalisation.
High-income carmers and corporations can move between lax regimes and
jurisdictions, which means that rational parliamenits cannot impose excessive
direct tax rates and complance costs on them. Padiwments loath 1o reduce
public expenditures and forced by high interest payments, taxpayer revolis
and international debt monitors to curh their borrowing therefore have 1o
increase the direct mxation of resident atizens, local services and the owners
of land and other immobile resources. We do not yet know whether growing
e-commence and c-money will in future frustrate high-spending hroad-taxing
strotegies and whether lean and competitive government is the only sustainable
response (o globalisation (Chapter 4)

The Howard government attempted to make the liberal economic order
mowe consistent across the varbous areas of the economy and hence more
terable in the longer term. However, for a government that had been in
opposition for a decade and a hall, the Howard government showed linle
principled commitment 10 comprehensive reform and a great readiness 1o
compromise with the sofi-populist Democrats in the Senate. Cabinet ministers
demonstrated by their very actions that they did not believe in the fundamental
liberal values they proclaimed in public speeches. Labour market liberalisation
fell far shon of the requirements of a globally competitive economy, Advisors
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failed 10 understand globalisation and, imbued with the collectivist spint of the
tnchustrial relations tradition, produced the new and unnecessarily complicated
1996 Workplace Relations Act of 300 pages (no less!). It retained mumerous
holdovers from traditional central wage fixing®. Individoal contracts made linke
progress, leaving most workers in big enterprises under union bargaining anc
administered wage fixing, despite the fact that only 200 of the workforoe in
private industry now choose 1o belong o a union.

The ‘reform’ set up numerous hastages 10 the deeply entrenched industrial
refations industry, instead of simply applying the common law o labour
contracts. Unsurprisingly, the Aa did not stand the west on the waterfront.
Another test it failled was the shorted attempt by BHE, long a protecied monopoly
in sieel and hence a long-time supporier of quasi-judicial wage fixing, 1o shilt
its internationally competing mining opertions 1o an individual contract basis
in early 2000. These signal failures have inflicted widespread and long-lasting
damage on employer confidence and job creation. Poor labour market
mstitutions therefore continue 10 hamper productivity gains and wage increases.
In international comparisons, industrial relations and labour management
invariably show up amongst Australia’s most pronounced competitive
weaknesses.

The LiberalNational Pany government thowed little commitment to a
consistend liberal economic strategy when it readily capitulated 10 car makers
and motor industry untons who demanded—and got—a halt in preannounced
tariff cuts for cars. Overdue plans for reforming the alling “unitary teniary
education system’, which has more in common with Sovier plinning than
global competition for new knowledge, were dropped  opponunistically in
late 1995, Wellare reform was never pushed with much conviction in parliament.
It seems that the reform commitment of the Drles’ rwenty years ago is now but
a faint memory and that acoommodation with the stafus guo is the real political
pricwity. When economic growth s easy, politicians make opponunistic choices
i secure existing positions and shirk difficult reforms. Unfortunately, such
behaviour is the stulf from which the next Kondratieff downium is made.

Taking all this together, Ausiralia has eniered the new millennium equipped
with a somewhat more resilient set of economic institutions, but one which
falls far short of what iz needed lor sustaining prosperity and full employment
in the face of adversity. The weaknesses in our ‘economic constitution’ may
not weigh all that heavily now, as we are surfling the curmrent global growth
wave. Bul they will prove a costly liability when global growth slows down
again, a5 was the case in the late 18508, 19308 and 19705

¥ The v viodsses i sommwnians puroniple of lissmisusamsl desapn in that i ries w masch e comyples resliey ol
labwss enmrires watks csmrpley ke W ks that the cognitive [omisstans of the hussan mind requise smple.
waay-rr-prasg sl cas - ermeher nubes of prople st oo ehey derm. Unmples oles are oot enby ineflecial.
o il bt woaroe ool unneecrsary snad costly irsmsscrsoen. o el madiasnm and gt in markes T
1.

F ]



Welfgung Kasper

The Domestic Consequences of Instinional Changes

In concluding this synopsis of 25 years of Australian economic history, it seems
usehul o sumimanse the consequences of the institutional reforms of the 19808
and 1990s:

= Economic growih has not been overwhelming over the past quaner century,
but nor has it been disastrous (gross domestic product rose by 1 8% poa.
after adjustment for inflation and population growth?”. Over this period,
the growth trend accelerated slightly, reflecting Australis's belated
participation in the new Kondmatiefl uptum. The growth acceleration also
reflects the earlier ‘deaths’ of once-protected  production capacities and
the more recent and rising “birth rate’ of new capacithes 1o supply workd-
competitive oulpul. As of the late 1990s, Australia stands at abour 19th
place among nations in the anking of real percapita incomes valued a
purchasing power, the most reliable measiring rod for such comparisons
(The Ecomomist 1999 403, Over the past quarter century Australian living
standards have been overtaken by some of the more advanced Astan
countnes, Mngapore. Hong Kong, and Japan, and have barely managed wo
keep their position relative 1o the mature industrial countries of Europe.
Growth fell far short of what had been assessed ex ante as the growth
potential, had consistent market-osiented reforms been implemented (4,
pa., Kasper of al 1980 221),

e Turll cuts and other deregulation in product markets helped 1o lower
many prices, kept general inflation and hence interest mies lew, It also
made activities reliant on cheaper inputs internationally competitive. As
tariffs were placed predominantly on consumer goods, the cuts eliminaied
the: long-standing, politicatly-sanctioned exploitation of consumers.

*  The Australian economy gradually became more internationally orented.
The aboormally kow ratios of expons and impons 1o wotal coonomic activity
up 1o the 1970s have nsen. They are now closer 1o what can be expected
of a country of Australia’s size and income level. The growing international
orientation his also been reflecied in substantially dsing foreign investments
and a damatic rise in net foreign indebredness. Whereas ner foreign delbt
stoodd at 1094 of gross domestic product around 1975, Australia’s net foreign
liabilities are now around 60%, with private indebtedness now fuelling
most of the increase (Sullivan et al. 1999, 121). Whether this reflects a
greater international creditworthiness of Australisns or a potentially
dangerous debt addiction cannat be assessed a priosd. But the debt is high

¥ This ielast groswih s s sed by |. Chogmes. when he srvewed. the Comrnads snabvsis o ‘the farse
kT pergram of mocrseconeies el . preseried in Auseralis (Chisggin 199 1), s dissie ihe
et chat comgrebenacre Lberadiomom will robance cosnomic grenesh He ovechasrd it she s sen
defapmd anal wervrs cmplememed comprehemsivrly, sl b publmbed hefr b end-of-comary prows push
aaterialioed.
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by historc standards, and we should note that major economic crises
ocourred in Australin after delst caposure had risen o such bevels, for
example in the 1880s and 19208 (see Chapter 3). 1t is also worth recording
that over the past quuter centary the Austmalian dollar has been o soft
currency. Despite the gradual tightening of domestic monetary policy, the
ALSS has been in decline, losing om annual average about 5.4% of os
vatlue in terms of US3 over the quaner century. I this trenc were to continue,
then more than $A4.00 will have 1o be paid for SUSLOO in 2025
Libemlimanon and deregulation removed obstacles o innovation. They
also inflicted ‘creative destruction” on many old-stvle jobs in ‘nest belt’
industries and regions. When mstitutional systems are changed, the ‘death
rate’ of jobs and enterprises, which rely on oundated institutions, always
rises. Bul what maniens lor long ferm prosperity s the “birth rate’ of new
enterprises, jobs and production capecities. Ths is most evident in the
greater Sydney region, where the number of jobs over the past decade has
been growing by a vigorous 109 pa, most in new service-sector jobs and
muny in world-market orented activities (Kasper in Andersson-Andersson
SR,

The mnge of sophisticated products and services available o Aastralian
consurners and producers has grown enormously. Long gone are the days
when the only cheese avallable was cheddar, the only distinction between
two poor aidine services was the colour of the plane’s tail, and builders
had w0 rely on one or two local monopolistic suppliers. Deregulation has
eraded the traditional “supplier bias’ in many markets, thus empowernng
the buyers.

PDeregulation and growing intermational competition ane also forcing
Australians, when they are in producer mode, to work harder and w
compete. They now have o incur higher costs of exploring new markets
and products, risk innovations of prodhicts and processes, and control the
cists of transacting business by more reliabde and leaner methods of
management. The shift from the ‘good old days’ for producers (industrialiss
and workers alike) in government-protecied market niches has been
translated into ‘good new days’ for consumers. In some industries and
regions, where the willingness 1o adjust has been nissing or profit conditions
were tetally out of syne with world markets, the adjustment has meant job
and income losses. Other arcas and people benefited greatly, leading 1o a
certain millennial cuphoria in the economic heantland of Australia.

Mo degree of public redistribution policy could undo the effects of changing
cormpetitive conditions and factor scarcities. Low-skilled workeres in Australia
now face srong intemational competition. They must leamn 1o grasp the
new opportunities and embrace progress. Those enemies of progress who
are pow preaching resistance or prommdsing political protection for sell-

F o



Welfgang Kaiper

secking political ends will only protract the transitional lop-sidedness of
income distribution and prolong the adjustment problems of the ‘battlers”
(Postrel 1998),

*  The opening up of the Australian economy and heightened competitiveness
has led 1o an innovation push. Australians are rapidly adopting the
information and communications revolution. At the same time, however,
there has also been a dramatic rise in business f[aflures. Whereas some
200-250 bankrupicies per | million of the population ocourred in peacetime
during most of the 20th century, the number of bunkrupicies has now
maore than quadnipled (Sullivan et al 1999 133),

The changes in Australian society place the future distribution between private
and public action in the imelight. Globalisation and technological progress
are forcing 2 re-examination of the relative roles of economic freedom and
collective coercion. Intermational competition and technological developmenis
make i easier for individuals 1o escape local coerclon. As a resuli, there are
rising pressures 1o re-examine the role and function of government and w
think about alternative voluntary arrangements through which individuals can
best pursue their own purposes. A re-examination seems timely now, as we
can enjoy the luxury of reforming where neoessary while the economic tide is
high. I wee do, we will create the resilient instinutions needed 1o sustain Australian
prosperity through a deceleration of global growth,



CHAPTER 2
Continuing Trends

Time travels in divers paces with divers persona
IO vell you who time amibles withal, who time trots withal,
wha lime gallops withal, and whio he stands still withal’

William Shakespenre, As Yo Libe 1, 11, ca. 1600

World Economic Growth

The 20th century marked an extrmondinary tmansition in the history of humaniry.,
After sustained economic growth had mken hold in g small number of industrial
countrics around the north Atlantic in the 19h century and first half of the
20th, the second hall of the 20th century witnessed the spread of cumulative
improvements in productivity and living standards around the workd. In many
places, mass poverty was overcome for the first time, although poody educated
people and groups of migrants from the hinterland continue 1o lve in poverty
in many pans of the world,

In earlicr eras, many of thase who ame now living in penury would not have
survived into aduithood. Last century, economic growth enabled the world
population o grow by an unprecedented 1.3% pa, or about three-and-a-hall-
fold cver the past 100 years. The remarkable aspect of this increase in population
growth is thal—with the notable exceptions of countries mvaged by war or
socialism—people now live longer, healthier, cleaner, and culturally richer
lives than ever before. The second hall of the 20th century far surpassed the
Victorian era in achieving what most of us would consider progress.

A ceniral motor of material progress has been the improved division of
labour among nations and the sccelerated pace of innovation which intermational
competition compels. After the catachysm ol World War 11, the General Agreement
on Tariffs and Trade, the World Bank, the International Monetary Fund, the
Organisation for Economic Cooperation and Development and similar
institutions laid down a lew basic rules for the inemational economy that
mitigated agains discrimination and power abuses by opportunistic national

ents. This has been the fundamental force driving the unprecedented
growth of the global economy over the past 50 years. Another essential element
has been technological progress, which has helped to lower transpornt and
communications costs (see Table 3 on the pext page)
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Toble 3
The Drop in Transport and Communication Costs

fur) The Secular Decline in Transport and Communication Costy
(percenage changes p.a., in constant 1990 US-$)

1930-1950 | 1950-2000

Average cost of freight and pon handling -28 % 0.5 W
{per ton) in internatonal trade
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Sowrce: Data from G. Hufbaver 1991, updated by author's own estimates.

() The Recevit Plummeting of

the Costs of Treonsmitting Maformeation
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Sowrce: | Bond 1997,

Ower the last quarter century, per capita incomes worldwide grew by 1.3%
annually, somewhat more slowly than in the preceding quaner century from
1950 1 1975, This reflects the Kondratieff slowdown of the 1970s. Remarkably,
the East Asians (excluding Japan, now nearly 2 billion people) averaged an
annual growth mte of no less thun 3L.8% from 1975 w0 2000 (achieving a
phenomenal 2.5-fold increase in their lving stancards; Madison 20000, Some
have wied 1o denigrate ihis singular historic achievement as something that
benefited only the multinationals. However, never in the history of mankingd
have so muny lesrnt useful skills and integrated themsehoes into the intemational
ecamnomy. Never huve so many experienced such a substantial reductson n
poverty. The mumnber of industrial workers who compete directly in intermational
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markets has probably doubded. Naturally, the harchworking newoome s pose 2
major competitive challenge to the less wellamined and less well-managed
workers in the old industrial countries.

The weight of the global economy has shifted 10 the Pacific reggon. For the
last two decades mare trade has been crossing the (north) Pacific than the
Atlantic, andd 11 of the world's 15 biggest megalopalises in 2015 are expected
1o be in Bast andd South Asia (compared o & oul of 15 in 1950, Andersson-
Andemson 20000, At the stan of the 21s contury, some 15% of global production
is being generated by the relatively young populstions in East Asia, many of
whom are, on the whole, increasingly better governed, Their parsisil of material
progress s not hampered by social welfarism and pervasive pedistribution
policies. In the north American economy, where productivity grew overall by
nearty half during the last quaner of the 20th century, the centre of gravity kept
shifting to the Pacific coast and away from the old centres on the Atlantic. The
econamic weight of the Pacific region is bound 1o rise further, as maore and
e socketies on s shores attain middbe-class sandard and set workd innovation
trends. In particular, the mangle of Noth Amernica, China and Japan will become
the focal point of the global economy and hence of intemational peolitics
Harmony or discord among these three very uneven socketies and polities will
determine much of the fave of humanity.

The dynamism of the wider Pacific region owes much 1o the readiness of
the UUSA 10 sdmit the rsing volume of impornts from the new industrial countries
of East and Southeast Asia. The liberal interpretation of the GATT mubes on
trade (outside agricultural produce) by Amernica owes much 10 8 comibination
of prosperity w1 home and sirtegic-military considerations. Rather than prop
up non-communist regumes during the cold war by aid, the Americans did
much 10 give the new indusiries of the countries at the fnnge of China access
o US markets and 1w encourage their outward-looking industrialisation. The
free trade policy that underpinned the Pax Americana imposed considerable
adjustment demands on Americans, as workers, consumens, sivers and investors.
This was lolersted while the cold war lasted and growth was strong. Since
then the opponents of free tade have become more vocal. It is @ entical lsue
for the future whether the free traders keep winning, or whether protectionisis
or people who promote an exchmive allance of the Amerncas will win Other
affluent regions and countries—Japan, Europe, and Australis—have admitted
the new competitors from Asia more grudgingly, but have grodually become
more liberal, mainly in their own self-interest. Thets multinational companies
aften impon products and components made by new subsidiaries in low.cost
locations.

The economically dynamic parts of the workl are t times distracted by
what happens in the least developed countries whene growth has all oo ofien
laggeed behind (197520000 1.1% pa ), in some parts of Africa it has even declined
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Vast differences in social and political institutions have of course produced
greal differentials in economic growth rates and living standards, as we saw in
the Introduction (Graph 1). This has nothing to do with ‘social injustice’, as
moralisers tend w0 believe, and cannot be remedied by the mere transfer of
funds, as the aid lobbies suggest. To improve living standards these countnies
must abandon the nationalist-socialist dogma that collective action can solve
most economik problems and instead place trust in the competitive engagement
of their citizens. In practice, that means deregulation and privatisation.

The assertion that the world's poor are geting poorer and the rich richer is
a propagana lie. Although many fellow human beings in countries at war and
under soctalism have expenenced a decline in material well being. the overall
plcture of the récent past is encouraging. The Chinese, Indians, Banglideshis
and Thais have all, on avenge, mised their marerial condition by above world-
average real growth in the 1990s, Indeed, over half the world population enpoyed
growth rates above 3% pa. during the 1990, which goes 1o show that the
present Kondratieff upwave is not confined 1o the ‘rich countries’ club’ (Gittins
2000: 193, The 1990s have been the most remarkable growth period yet for
many of the most populous nations.

Economic progress has of course not been uniform. From an Australian
perspective, the slow growih and economic and political instability in the
‘archipelago boomerang' from Sumatra 1o the South Pacific island states is o
mater of serious concern. Our most important tracing routes un through
these regions. Yet we can do linde 0 enhance the institutions and the growth
capacity of these communities. Insiead, we may have 1o leamn to accept thai
our aspirations for freedom, economic welfare, security and justice are not
necessarily shared in neighbouring countries, at least not among the politically
powerful elites there.

Overall, there is no compelling reason for not anticipating 3 continued
improvement in the material state of humanity (Simon 1995, Moore 2000). Of
course, we have to remain wary of the downside risks. Over the next quaner
ceniury, the global rise in Iiving standards could exceed the record of the past
guaner. This is possible even if a Kondratieff slowdown materialises, because
modernisation has now a cemain momentum.

Should the pace of growth ease after the present American-led upwave,
structurl-institutional crises can be expected both in the old and the by-now-
aging new industrial countries. In the ‘graduating new industrial countries’ of
East Asia, most citizens and policymakers are taking fast growth for granted.
After all, these economies kept growing through their first Kondratiell slowdown
in the 19708 They did not have o engage in ‘creative destruction’ of mature
manufacturing industries—there were none. Redistributive pressure groups
were nol yel entrenched However, in the next worldwide slowdown, East
Asian economies are likely 10 be affected. Political and institutional infrastnuctures
will by then be in dire need of reform if they are not to become growth
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handicaps. Much will then depend on overarching constitutional niles that
facilitate adjustment. What happened in Asia in the late 19908 should serve as
a warmning. So far, many Asian polities have failed w0 develop the instinstional
and political infrastructures needed for prosperity beyond the stage when casy
prodhuctivity gains from imitation are possible and local costs are low.

During Kondratieff downwaves and cardy uptums, international pecking
orders tend 1o be challenged. Sucoessful new indusirial countries demand a
place in international politics that reflects their newly found economic prowess.
This was the case when newly industrialised Germany and Japan challenged
Anglo-Saxon supremadcy in the lite 19%h century, or when the Soviet Union
took on American supremacy in the late 1940s and 1950s. Regimes in China
and elsewhere in East Asia can be expeced 1o behave similarly. Much will
then depend on the willingness and capability of the more mature industrial
countries o accommodate the aspirations of the ascendant countries, not to
mention their defence postures. For a small, slow-growing and somewhat
solated member of the ‘rich man’s dub’ such as Australia, the palitical challenge
from an ascendant Asia could spell “years of living dangerously’

The major nsk dunng a Kondratieff decdleration is renewed mercantilism. If
popular resistance tn the rich countries promotes 4 demolition of the free
world trade order and if free investment flows are hampered, this could become
a crystallising point for international conflic. World history of the late 19th and
earty 2ith centunies should serve as 2 waming.

Anather risk to the world economy will emerge if the growth of delq by
major borrowers is allowed o spin out of control. As econonibes grow fast,
bomowerns, investors and governments tend o incur rsing debt. This suits
those savers who wish 10 invest their funds profimbly, Once the stock of
outstanding credil exceeds ceain proportions of the income Now, asset-lability
structures become sources of instability and magnifiers of downturns when
profits begin 1o disappoint.

As the alfluent populations in the mature industrial countries age, seaure
and profitable investments will become essential to their material security:
when pavate savings decline (as they have in the affluent West ) and governments
keep borrowing for unproductive political purposes, the lving standards of
aging populations are exposed 10 msjor risks. The main challenge then ia wo
ensure a high rate of retum on capital ivestments, a task that is much harder
w achieve during Kondratefl downturns. It is therefore essential for the sake
of growing capital productivity 10 maintain an open econoary. Unfortunately,
aging Australians do ot realise that it is impossible 10 aspire 10 secure retirement
savings and to ask for protectionism at the same time.

The major task for the cardy 2000s is therefore to lay the basis for high
worldwide capital productivity. In the next chapier, we shall examine possibshe
obstacles 1o rsing capital productivity in the Australian context, but similar

trends can also be anticipated globally.
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Security

The power stalemate between the US and the Soviet Union had long imposed
a predictable bun costly and uncomiontable onder on intermational poltics. The
risk of nuclear conflagration contributed 10 & Pax Americang cum-Sovitica,
which suppressed many a regional conflict. The peace dividend reaped after
1989 included a withdrawal of the big powers from areas of lesser interest o
them. such as the South Pacific Even reghons of greater strtegie relevance,
such as Southeast Asia, felt a lessening of 1S commitment. This bevame evident
in the East Timor crisis of 1999, svhen the American govermment ket the Australian
allies shoulder the cost of intervention, as well as the blame if things went
wrong. From Europe 1o the West Pacific, allies now have o iavest more effort
in the alliance with the wodd's only superpower left standing’, apart from
becoming more self-reliant in defence and security.

By a similar logic, an economically and socially weakened Russia allowed
the Soviet Empire 0 dissolve, leaving many of the new states 1 their own
deminies. The Russian population iself experienced a decline in lving standards
in excess of one third, that is a far greater decline than that expenenced in the
West dunng the Grest Depression of the 19308, Russian life expectancies, health
mndntﬂ:mdhﬂﬂulmurﬂrhwrdnﬂmmm:m’.dumhmﬂm
these blessings of civilisation cannot be wken for granted. The reason for the
decay since 1989 has been that the old socialist order was not teplaced by the
spontaneous formation of new and reliable imternal or external institutions.
Chaos, lawlessncss and apathy ook over instead The Russian decay should
serve to demonstrate the fundamental importance of ‘institutional capital” for
the auainment and preservation of widely shared values sich as freedom,

Australia’s future secunty will be greatly influenced by the degree 1o which
we manage o cultivate the Amerncan alliance as well as by the economic and
political fate of China. It is possible thar China's fast SCONOMmy
will triggger demands for freedom that the old political system is not prepared
1o concede, and that the contradictions of China’s mixed economy will produce
economic crises which could then lead 1o political wrmotl. This eventuality
would directly challenge Australia's security. While this s nit the most probable
scenario, It seems sullicientdy bkely to invite analysis of the consequences and
possible ways of handling them. A similar incapability of instinutional systems
o mexlernise in other Asian countries. could also cause severe international
problems for Australia. It is therefore in our national interess that the problems
of institutional change in Asis are undersiood properly. Alas, there s linle we
can do dircctly 10 promole necssary institutional modernisatbon

A greater self-responsibility among distant allies and more leeway 10
experiment and comumit biunders have led 10 growing regional conflicts and
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breakdowns of arder in many pans of the wordd. Of pamicular relevance 1o
Australia have been two developments, which are likely to shape trends in the
nexl quarter century. First, although the—for many unexpected—Asian
economic sethacks of the lae 1990s were followed by a faidy strong and
prompt recovery in the ecarly 20008 in most countries, there will be o great
need 1o implement and enforce proper political and evonomic msUrBtons
Second, there will be the recurrent conflicss in the fmctious societies of the
iland are from Indonesia through East Timor to Fijl, making our wider
neighbourhood less comfortable.

Although universalist-globaliss sentiment among some Austrafian elizes will
urge governments o intervene overseas, offical collective action can achieve
linthe. These countries have been independent for a generation or o, They
will have o discover thelr own paths 10 nstitutional change and modemity
{Kasper 1994}, Australians may be able 10 lend a lindle help with transplanting
and adjusting instituthons and omganisations that have stood the test of tme, for
cxample law enforcement, finance, accounting. logistics, administration,
edocation and skill training. Bur such aid will have w be invited. In many
instances we will have 1o watch as mistikes are made, and only hope that our
nithern neighbours can learn from them Al the individual bevel, openness
and trade can asast m the modermsation of the socweties 10 our north. RBot—
like America at the global level—we will have 1o acoept that we will be blamed
fiow Dt afflues and open and therefore an affront 1o iaditional power groups
m the neighbourhood

security will also come under increasing threst from sub-national, non-
government origins. International crime, drugs, people smuggling. cyberattacks
an compaer networks, and extortion will play an increasing role. It s lkely
that Australians, once protected by the tyranny of distance, will lose a degree
af innocence. They will also have o invest greater governmenl rescufoes 1o
cope with these threats, For example, it s conoeivable that some seak South
Pacific microstate might become a home base for such imternational security
threats or 3 way stadon for dlegal mass migrauon.

Policynuakers will have 10 sieer beraeen fnstincts towands peo-lsolationism
and the desice 1o act as the regional policeman. In practice. neither extreme
will do. But costly experiments and lessons e abead Investments in the
intellectual and material resonroes 10 cope with non-traditional offshore threats
to Auvstralian security and freedom will not be made eusily in our open
democracy. ht will take far-sighted leadership to argue agaimst the immediite
clection-to-election concermns that drive much policymalong.

Resources and Technology

Afer ihe oil and food shorages in the 19708 and early 198s economic growth
resumed worldwide. Free markets and higher prices for petroleum and other
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encrgy products triggered impressive spontancous efforts 1o mise the enemny
elficiency of cars, industry and electricity generation and, indeed, induced
people all around the wordd 1o economise on energy use. Al the same tume,
Bew non-OPEC sources of ol and gas and alernative power supplics were

This is how free markets cope with shortages. The experience of the past 25
vean cerainly gives cause for optimism about the power of human creativity
and coordination in markets. The danger lies in governments or monopolies
hampering open competition and creating market failures. The Whitlam
government reacted 10 the oll crisis of 1973 by fixing the prices of locally
produced crude oil @t pre-crisis levels, that is at about one quarter of world-
price levels. This politically opportunistic policy delayed appropriate responses
in this country by several years. Higher petrol prices are never welcome, bt
no-one wants rationing either, as we discovered in the late 1970s. Politicians
should have leamt from that experience that price fixing Is dangerous to their
chances of re-election.

Markets of course do not work instantaneously. It is possible, indeed likely,
that temporary shorages will be pan of the nex slowdown in supply growth
It takes time 10 adopt new technology, 1o tum over the capital stock, adjust
habits and skills and digest the income losses from specific resounce shortages
Unlike most afifluent countries, Australia sits on 3 unigque and vared endowment
of patural resources. We have a better chance of profiting from another resournce
crisis than most, but we need the social structures 10 expand supplies mpidly
if the opportunity arises.

Another possible resource constring on future ecomomic growth is the
availability of clean air, water and other environmental inputs, as well as the
capacity (o absorb waste from production and consumption. Growth in Australia
might be hampered by local environmental problems and the costs of maone

care, but on the whaole there is little reason why this should be
a major obstacle to continuing growth. Environmental dangers are real, bu
they must not be allowed 1o dominate overall policymaking to the extent that
a scli-appoinied Green elite dictates their preferences 1o all. More importanty,
single-issue policies invanahly neglect all other objectives and therefore lead,
sooner or later. to hectic and costly corrections. The only approach to
environmental policy s o embed environmental security in an integral and
balanced set of general and fundamental policy objectives and 1o assess the
costs and bencfits as best we can.

Many cases of ‘'market failure’ in environmental conservation are alleged in
the lermture, However, this is often due not 16 the untrammeled play of market
forces, but stifled or non-existent markets. For instance, there is a growing and
serious problem of salinity in rivers and farmilands in several pans of Australia
Water for consumption and irrigation is becoming scarce because water is not
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properly priced. Begulstons who wish 1o ckle such problems by direct
intervention presume that they have all the necessary knowledge of allernative
means 1o meet the demand. But do they? It i infinitely more appropriste 1o
allow the development of 2 proper market for water, that is a free price
mechanism that halances conflicting demands with available water flows As
in the oil shonage of the late 19708, competition would mobilise enormous
creativity and a deceniralised search for evonomies in waler usage. Steps in
that direction have been aken in pans of Australia, including the trade in
waler rights which allows the bidder with the ideas for the most valuable uses
of that water to win o higher share. The system does not work perfecily. b
experience tells us that it will work bener than the aliernative of central
administrative control and politicking. This is advecaied by those who were
accustomed to free water and who now wish 1o shirk paying scarciry prices.

Ancther case where markets could help in tackling resource scarcity s the
global greenhouse problem. Increases in carbon dioxide and allied emissions
ate changing the atmosphere. It is, however, not yet proven that this will lead
o harmiful global warming (see box below). Although activists, including those
in national and UN bodies secking greater influence and power, try to suggest
otherwise, the jury is still out Global dimate models are bused on dubious
assumplions. S0 now it 5 being angued tha the scentific evidence does nol
matter, as eavironmental and ecological policy should be governed by a
‘precautionary motive’ This is another way of saying ‘we cannot prove a thing,
bt your'd better do as we well you!. If this approasch were applied o all public
policy, or individual behaviour, & would be a surefire way 1o reduce freedom,
coonomic growth and secunty, Whenever unproven lears and superstitions
govern collective action, there are dangers abead (Chapter 3),

Global Warming Raises Political Temperature
Borry Moley

.. .. locks as though the warming issve and Australia’s
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Global warming is not new. The fossil records, evidence from tree
rings, ice cores and ocean sediments, and other indirect measures of
earth lemperatures, reveal significont variotions over tens of thousands
ufmhnpnuhuﬂmmmﬂhmutﬁvw
arg

The immediote for the world is whether the recent climatic
racord reveals signi lemperciure changes. Within the last 50 years
we have experienced major increases in the release into the atmosphere
of the socolled greenhouse goses which some climatologists and
mﬂ‘n‘mnﬂulm:huw argued are causing global warming and raisi

o wg-ungu H':;!lmn:
nunnph:l:uuhnﬂl the Kyolo ireaty mecurements
mmmmmmmhmm

This prediction allows o erucial test for the global warming
m&uu IF the iction is not fulfilled the hypothesis must be
discorded, ond it the case for emission controls under the Kyolo
prnlu:nhndluma

As Australion scientist Joha Daly points out, the record of these surface
Wﬁmiﬂﬂh?ﬂﬂﬁmuwmmﬁmi of 0.6

Celsivs, o cooling of 0.2 degrees from 1940 1o 1975,
by o warming of 0.4 from 1975 1o the present.

It is the later portion of the warming phase that is of particulor interess,
especially when compared with the measurements of atmospheric

mﬂu“hm#hd
atmospheric mmmuudlhrmhﬂlhluunghmhh
sophisticated and accurate measuring devices. There is confirmation of
ﬁummdhﬂﬂhwﬂ: quite independent recardings
by a different method. Hﬂmbﬂwummdnﬁwhum
as they are called, 1o measure exactly the some part of the
measured by sotellites. Thase measures proved to be highly consistent
with sach other.

The results from both sais of ic measurements showed o
trand at odds with that shown by the measurements. A -
lemperatures showed o warming of less than 0.1 C, due to the El Nine
of 1997.98. Prior to then the solellites were showing o slight global
cuuﬂm,whmhpﬁﬂmdmhﬁwlh-nﬁmuphﬂ with the Narthern
Wﬂmﬂmhhuﬂ#ﬂwﬂnﬁwhﬂmwﬂ

Haw, then, con wa reconcile o surfoce warming of 0.4 C over the 21
mwﬂhﬂﬂlmrmwdﬂ ne change? To add fo the
puzzle, the surfoce records token in America, Australia, and
Wealern Europe are in dose ogreement with the almospheric recordings.
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The answer seems to be that in these countries the recards have been
better collected ond maintained thaon elsewhere, especially in those
counfries rocked by worfare ond upheavol, where the records showed
rising surfoce temperoture. Further evidence has been odduced 1o throw

the reliability of the surfoce measures in various locotions,
hlnnnldlﬂmﬁmmmdhrhﬂpmdw:? activifies in

and airport areas. A significant proportion of the surfoce
measurements are therelore suspect, while the atmospheric measurements

Thhwhﬂllhmhdhnﬂhnmddpndlﬁlnm which formad the
batis of the Kyolo recommendafions, hove been invalidated. This is the
conclusion reached in January this year by on expert panel of scientific
:pll:iulllh in Tururl mecsurements commissioned by the United

Sciances. The best data and eminent scientific opinion
Hndnnuuln-idnm& warming caused by greenhouse gos
emissions. With so much of economic and social imporiance ot stoke, it
would be the height of scientific, economic and palifical irrationality for
Australia fo ratify the Kyulo treaty or o faks any steps lo reduce emissions

Sowrce: Courter Mail, 5 July 2000 17.

Technical progress is the result of human creativity, and it has helped
humanity cvenconse most problens, as long as markets signalled these problems
through price movements. In the ‘Crossroads study’, it was predicied that the
upswing of the 1980 and 1990s would be driven by the infotech revolution,
the mumage of computing o communications, bictechnology (namely the
promise of gene modification in food and fibre production, medicine and
waste disposal), enemngy saving and new materials

Before we deal with the impact of the Internet, i should be noted that other
echnologies have begun o grow mpedly. Gene modificaton, doning and
related schentific procedures have become controversial. However, if the history
of humanity is any guide, Loddite resistance will not hold up the progress of
idens. In the cose of gene-modified (GM) food, the big scare mdiates from
Burope where governments intervene in food markets, suffer from the
consequent budget costs of surplus produdion and therefore have absoluely
no interest in GM-drven improvements in productiviry, In other pans of the
world—such as the land-scarce, over-fenilised, and heavily populated countries
ol Asia—gene modification is o blessing. The question is whether Australian
growers will enter the fray In supplying the growing Astan demand or leave
the field 10 possibly bess scrupubous competitors in South America and elsewhene?
The mature and protectionist countries will, of course, exert palitical pressures
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on Australia by funding and manipulating domestic activist groups. However,
since Australia does not expon many (oodstuffs 10 the protected Common
Market of Euwrope, European policy pressures should not carry much weight in
our political cholces.

I should also be noted that new materials are bewng developed This has a
scattered though often unnoticed impact on economic growth. Thus, synthetic
microfibres have created problems and opportunities for wool growens, new
building materials are influencing how we construct houses and bridges, and
nanotechnology can be expected (o have a major impact in the next few
decades.

The Internel—LUnique or Just Ancther Core Innovation?

Ower the past 2% years, the infotech revolution has had the most visible and
penasive impact. Numemus [ollow-on oppormunities have been created for
other innovators and start-up businesses, but there was also a need for
adfustmenis in the way society and markets are ogganised, people cooperate
and communities are rubed Some observers are arguing that the infotech
revolution is bringing about more pervasive changes than any other emergent
innovation bedore; they also predict that i will add so much drive to competition
and innovation that a future slowdown is improbable. We find this implausible
and would not commit 10 the conclusion that the long-wave cycle is dead.
Ratheer, it secms appropriate 10 think about the net in erms of histore precedents
no more and no less fundamental and revoluticnary than book printing, steam
and combustion engines, and electricity. They cermainly stimulated growth
acoelerations, but these gowth waves subsided again.

The Internet has a number of unique and revolutionary features (Enged
1999). It is global and decentralised. Distance plays no mle, though familiarty
with the world language, English, cenainly does. Over 100 million net subscribers
(estimated as of early 20000 can now communicate text, sound, still and moving
pictures. As new peripherals and new forms of business organisation are being
developed, the competition with established information sources and
communications carmiers will intensify. Except for a few techmical protocols
enforced by central net coordinators, the net s self-organising. There s no
ceniral authority or hierarchy, and the eniry barmiers and entry costs for new
access providers and new individual customers are low, making this a very
democratic mediam for the individual player and the small club

The net liberates individuals, enhancing their freedom of information and
association. Packet switching in 2 single message ensures that bits of the message
are transmitted over different paths, so that messages cannot be intercepled.
Net access can be wireless, linking people via satelliies or mobile phones
outside national terrories. This worries national governments who wani 1o
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consor message content, such as Singapore, the Peoples Republic of China,
Tran and Saudi Arabila, or who want o monopolise information eschange with
the rest of the world, such as Bunma and North Korea. The Internet will also
enhance the tunsparency of governance. Secret deals and cormupt actions can
be casily leaked over the net, even anonymously by whistle blowers.

Older communications technology led to the mass media, but this could be
influenced by the few suppliers with concentrated interests in the market
Usupplier bias’), Now, people network directly and buyers can organise
themselves 1o counter influential seller groups. This makes it possible wo shift
the balance more in the direction of the buyers and small new suppliers who
previously could not cope with high lixed entry costs.

The net s also timeless, not only allowing Australians (o communicate
during thedr waking hours with people in far-away time 2ones, but also belping
o overconne human amnesia. Messages writien bul then erased from the
originator’s computer can probably be found somewhere on the net by using
scarch engines.

It has therefore become much harder for governments 1o regulate the
exchange of information and the formation of privile intcrnational associations.
On the one hand, this is making cenain types of collective action, regulation
and cemtral direction near-impossible, thus promoting the pluralist society, On
the other hand, it s also possible that collective control will be made more
comprchensive with the help of the net. Statistical and other information can
be gathered and exploited by government agents, and demands on citizens 1o
comply with government prescriptions may well increase thanks to the Internet

However, on balance, the Intermet empowerns the individual snd the small
operator, Decentralised information networking already weakens the
manopolistic sway of big government, big industry, unions, churches, politcal
concerns aboul crime, compuier viruses, pomography, intellecnual propemy
rights, or amyvthing else 1o justify ways of cendoring, licensing and regulating
the free flow of ideas. Nonctheless, it is likely that the ambit of national policies,
which work by coercive means, will shrink. To be successful, policies will
have to appeal 10 voluntary compliance Many traditional institutions of
governance will have 1o be reshaped and the entirve philosophy of collective
action recast. The style of governance will have 10 become bess autocratic and
those who govern will have 1w be competitive and focussed on equal
parmerships, rather than dependent on hierarchical command and control.

The net has already had pervasive effects on how we produce, exchange
and consume. It is possible that the spread of e-commerce will lead 1o a
thinning out of retail areas in cities and towns. This will free up space in CBDs
loe more apartment bving, restaurants and diverse services, provided regulations
on speice usage and opening hours allow such adapations. The growing B2R
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cinnmerce, e the electranic trade in industrial components and intermediie
poods, will affeat the intensity of competition. Some fear that competition will
be recuced as monopsanists (single buyers) exernt more power over suppliers.
Others see oppomunitics for competitive bidding and suctions. which wall
ultimately reduce transaction costa

Tor date, the spread of computing and the net has nat brought the measuned
gains that promoters have been promising (The Economist, 17 June 20000 94).
This could be because the quality improvements due 10 net use cannot be
properly measured as output growth. The costly and [requent changes in
hardware and software negate the full payoll from invesiments in computerising.
Computer use has led o expensive staff wyping their own work, replacing
much cheaper typisis, The net also facilitates much private on-the-job
entemainment and other private activity, divening stall from productive msks.
Moreover, the ‘network cullure’ has given nise 1o information overload,
inattentiveness and short-termesm, since everything can be easily changed and
corected. What really matters is the sifting. absorption and integration of
mformation imo & stock of productive knowledge. It s not yet clear whether
the emernging ‘e-culiure’ promotes or reduces the growth of useful knowledge.

A further cost problem in reaping the fruit of the information lechnology
revishution could be taxation in the form of national avctions of spectrum shots
for ‘third generation’ mobile phones, mobile email and other broad spectrum
uses. Britain and Germany set the scene in 2000 first by limiting the number of
licenses and then auctiomng off the spectum to the highest bidders, despite
the fact that there s no technical necessity for miting supply. Only expected
renits for licerses drive up the revenue. I would not be the first time in husman
history that fiscal greed has killed the innovation goose thet Lays golden eges.

Social and Political Impacts of Networking

Centralised contral and rigsd hierarchies are betng eroded by the dynamism of
the ‘e-system’. Atempts by government cegulmons and minisiers o give
preference 1o one communications lechnology over another, or one 'e-opemator’
oveer the other, as the Australian government did in 1999 with regard 10 picture
transmussion Chugh-definition television), seem foalhandy and condemned to
failure. Citizens will find ways o bypass such olkd-fashioned and preferential
dhesals.

The broader lesson 1o be drawn from thes s that the new wechnology has
only begun o produce changes in the mndset of citizens and policymakers,
with problematic consequences for social cobesion and governability.  No
community can function without a reasonably reliable set of shared rules
{institutionsd and common values Isolationist individualism amd anarchy are
ineflectual, People coordinate their actions 10 achieve their individual ends,
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elther through internal rules (which evolve froim experience and end o e
enforced spontaneously), or external rules (which are designed and imposed
on society by political authonties) ™ Many of the institutions upon which our
civilisation and wealth are bullt are now being challenged by the spreading
social and paychological impact of the Internet. The majority agreemenis
necessary to sieer collective action will be harder 10 achieve in the Furre,

Bulletin boards and quickly organised networks alresdy enable private
associations o share information and 10 make theyr common voice heard.
Expenence (o date shows that such spontancous cooperation &s mone casdly
brought about 1o oppose public policies and big enterprises than 1o thrash oul
probilem soluticns. The net has made it much easier 10 omganise o local protest
movement, 1o mass-produce and channel protest letters 1o politicians and
business executives, 1o mobilise ad hoo opposition (10 national legislanres via
worldwide advocacy NGO networks steered by activias and policymukers in
oitliesr conintries

A typacal cise was the massive public opposition 1o the mther legal-technical
attempdt 1o standandise foreign imvesment nubes among OFCT and other countrnes
through a ‘Multilateral Agreement on Investment’ {MAL. Stancard prodest leters,
some of them drafted by overseas activias, inundated national parliamenis
and induced governments keen on passing the agreement 1o stipulate so many
excoptions to the general rubes that the MAI was no longer worth the effon.
The net has also been essential 10 oganising the new oppasition 1o the World
Trade Crrganissition. 5o far, however, it his proven much harder 1o use leting
Internet contacts 1o develop constructive saluthons to collective or industrial
probilems

One concerning feature of the net is that the information posted on § s
often not critically evaluated and sorutinised. The formal instinutons of crithcal
review, which have been developed in the print media, do not (yer®) exist on
the Internet. The advantage is that no-one I8 censoned and every voice can
contribwute. But the danger is that time-tested bodies of knowledge are ignored
and that pseudo science, lies and intenbonal distorions are spread 10 an
audience that has nol leam 0 sssess information eritically and gt is inclined
to anarchic action, An information-rich socicty can therefore become know bedge-
poor. Information only becomes productive if it is assimilated into bodies of
knowledge. But the lood of information and present trends in education muke
the gradual, careful and deliberate building and testing of bodies of knowledge
harder. In the face of information overboad, critical analytical capucities and
knowledge will be at a premuim. Future generations of net users will have o
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bearn how 1o distinguish between dreams and reality, ‘funk science’ and proven
paradigms—just as peaple had 1o learn 1o handle the printed word sceptically
after the advent of book printing and to [Ther out Hes and propaganda once
radio messages reached everyone.

Papulation and immigration

A major trend change since the 1960s has been the continuing decline in
population growth in affluent countries.

Australia’s population growth mte has followed this downward rend. A
huindred years ago, the natural increase in the population—births over deaths—
was around 4, Now it is 1.3% pa., thus contributing only hall of the total

increase (Sullivan et al 1999 4. The ‘pill' has lowered the natural
rate of population growth. Birth control now seems deeply embedded in social
aittitudes in all affluent socicties, For Australia this means that without immigration
this fairly empty, resource-rich continent would be home 10 a shrinking and
aging portion of the workd's population. Admittedly, large parts of Australia
are barely habitable, but even the remainder would become underpopulated
l:a'plmtmngmhlﬂn:hmh
source of population growth for Australia is government
mﬁduﬂummm:mm the share of the Australian population
bom overseas now exceeds 200 Immigrants now come from more diverse
origins, with Anglo-Saxon countries supplying only 36% and with New Zealand
being the biggest single source. Fast Asians now constitute about a quaner of
immigrants, and people of Mideastern and African background 15%.
Immigrution—egal as well as illegal—will remain a mapor issue in Australion
policy.

It would be risky to stop immigration. It is oot imaginable over the long run
that a shrinking share of the world's population could inhabit this vast and
relatively empty continent. And it is even less imaginable thar the Australian
population could shrink n absolute numbers, a3 would be the case withent
immigration. As of 2000, the natural growth rate falls far short of the ‘replicement
rate’ of 2.1 %. In any evend it is likely that policy will only affect the profile and
composition of immigration, not the long-term intake.

To date, Australians have enjoved remarkabie sucoess in absorbing immigrants
from varied cultuml backgmunds. The Brinsh tradison of law and cvic iolerance,
and a background of economic growth and labour shonages, especially in the
outback, have served Australia well. Immigrants have come from many different
lands and cultures, and few groups have been able 1o congregate in exclusivist-
reactive closed circles. Uniil Prime Ministers Fraser and Hawke turned ethnic
identity into a political issue, assimilation and inlegration proceeded at the
persoial level—acros the garden fence, in the workplace, in new restauranis,
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and increasingly through intermarriage. It s remarkable that the rate of
intenmarriage beroeen Anglo-Saxon and non-Anglo-Saxon partnens now excoeeds
50,

Worldwide experience suggests that market interaction s the recpe for
ethnic harmony. Bul increasing politicsation, combined with second-generation
reactions against integration, could endanger the record It is true tha
communities live by shared rules, and that large numbers of mmigrants can
averburden the community’s capacity 1o maintain the rules. This is why a
steady flow governed by Australian choioes should be allowed. A bigger fow
of immigrants could no doubt be “digested if policy were 1o reven 1o a goal of
cautious assimilation, if opporunistic political subsidies which discriminate on
racial-ethnic grounds were discontinued, and if the protagonists of immigration
policy appealed more directly 1o the material gains the incumbents derive from
immigration of productive people

In contrist 1o the lagely harmonious integration of immigrants from around
the world, the issue of finding a constructive and peaceful modiis ctremdl with
Aborigines has eluded the Australian community. The number of those who
denignate themselves as Aborigines or Torres Strail Islanders hos risen
dramatically in the 25 yeans since the 1971 census, mamely by an average
annual mate of no less than 5.2% pa.

At first glance, this growth seems 10 indicate outstanding success. But the
2% of the Australian population recosded] as of full or parnt-indigenous descent,
have a life expectancy and health standards that fall woefully shin of the
attainments of the other %% of Australians, though present-day Abonginal life
expectancy s far higher than it was 200 years ago. The dramatic increase in
numbers has much o do with record keeping, increasing intermarriage anc
the growing availability of substantial subsidies 10 people of Abonginal descent
(Sullivan et al. 2000: 5). The definition of “Aboriginal’ includes many persons
of predominantly non-Aboriginal descent. who might with equal or greater
genetic justification designate themselves as non-Aborigines.

Only a small minoeity of indigenous Australians now live within social and
institutional frameworks that give their communities cohesion and order. Many
are integrated nto the wider community, but many also find themselves in an
institutional no-man's land, neither fully belonging 1o the Australian community
at large, nor a living in a functioning truditional community, This naturally
causes disorientation and [ricthon, in panicular il organised inlerest groups,
sctivists and massive government funding push the fssue in the direction of
group politics and away from person-o-person solutions.

The sk of finding shared rules upon which 10 base friendly interaction
will not be casy. Australian Aboriginals lived in o paleolithic culnure until recently,
that s a culture that had not discovered and cultivated private property rights.
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MNor had they developed many of the other instintions necded o prosper in
the dynamic modem world The life of the snoestons of Aborigines was shaped
by small bands rather than bigger more anonymous social units.
institutions and tmaditional knowledge were eminently suited for the task of
survival in nature. But they are unequal 1o the task of coping with lile among
six billion people who trade and imeract globally, Policles that naively ghoss
over these deep differences, that try to engineer oulcomes imespective of
indivichual behaviour (for example in health) and that are driven by self-secking
ractalist activists, will only antagonise the majority of Australians. Claims 1o
some soft ol apantheid and land rghts based on models imporned from other
ocountries in reality benefit urban sctivists and sell-appointed representatives
rather than Aboriginal communities. They are bound 1w lead 1o oonflict mther
than solutions, A new approach based on fundamental human rights and
individual. family and clan identities is worth exploring.

One of the most profound consequences of Australian population trends is the
aging ol the population. In this respect, Australia’s population follows
international trends, but if is sl much younger on average than the mature
populations of Europe and Japan. Nonetheless, Australian life expectancies
are among the highest in the world, If one kes the World Health Organisation
data on life expectancy without disabilivies, Australians' self-reliam life
expectancy of 73 yeam i exceeded only mamginally by the Japancse (The
Ecomomist 10 June 2000: 963, This is a remarkable achievement Morcover, the
trendd bn statistical life expectancy s rising (Sullivan et al. 1999 29-30). Infant
mortality has dropped during the 20th century to an almost unimaginable
degree, from nearly 127100 live binths to 0.6, and maternal death ar child binh,
which was once the scourge of families throughout the ages, has dwindled o
infiniresimal
growth can be used 1o increase incomes, but it can also be used 1© enhance
letsure. On average and despite popular complaints about the
competitive ‘il raoe’, Australians are now spending some three hours daily on
passive leisure. Expenditures on entemainment, participation in sports, and
cultural pursuits have gome up damatically. A novel form of enlemainment
now is infotminment over the net, especially among school children.
Matertal progress during the past quaner century has not solved all the
major problems in our communities. Medical visits and costs have increased,
as has the incidence of some infectious diseases, such as hepatitis-C, the number
of drug overdoses, and the prescriptions of anti-depressant medication. It is
alsio off concem that crime has been nsing, with reponed serious crimes going
from some 1.6% of the population 1 197273 o 3.7% in 1997 (Sullivan et al,
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1999: 81) and drug-related offences going from 0.09% pa. 1w 4% in the lae
19908 (Sullivan et al. 199%: 82). The rate of imprisonment has also nisen guite
steeply since the 1970s—from 0.06% of the population 10 0.14% in the lae
1990e—ddespite the fact that fewer offenders are kept in prison for violent
crimes, than was the case i

These ills are not unavoidable corollaries of economic advances or
globalisation. To the contrary, higher productivity and living standards provide
individualy and communities with the matenal resources 10 ackle these ills
and 1o think about more effective private and collective solutions.

Eoonomic growih has provided the means for sn improvenent in education,
with rising numbers of families sending thear children 1o private schoals (Sullivan
et al. 1999 630 More weachers are being employed per 100 students. If class
sizes have not declined apace, this s due 10 the growing lendency 0 impose
administrative overheads on educavon. In 2000, the expenditure per school
student is at an all-time high, and the maths skills of Australian stedents exceed
international averages, though they do nat come close 1o the achicvemenits of
world leaders in education. Participation in university education has been driven
up since the mid-1970s, from some 130 000 wertiary students to over 300 000,
Whether this expansion—let alone official goals of mising teniary educanon
panicipation o 100M of young people—makes economic sense is debatable
and it is arguable that a shift 1o 2 more practical education for some would be
more advantagoeous.

Social Trends and Sociolised Welfare

The trends reported in this chapter have had pervasive impacts on privaie life
and the community. Very imporant change has oocurred at the family level.
The share of those who marry has been declining consmderably since the mid-
19708 as people marry later in life and more live ogether informally (Sullivan
et al. 1999 13-16). This is refllecied in a steep rise in ex-nuptial birhs (Sullivan
et al. 1999 200 The divorce rate nearly doubled after the reforms in divorce
law in the 19708 (Sullivan et al. 1999 24). The increasing number of children
growing up in households that do not coafarm (o the standard pattern of the
nuchear fumily and the rise in wxpayer funded sole-parent households can
probably oot be directly attributed 10 economic changes, It is neventheless
impossible not 1o see the growing instability of the family as wotally independent
of the sccelerated changes in the economy and the subsidies with which
successive Australlan pardiaments have favoured non-traditional families. One
can ohserve @ statistical association between family instability and socil ils,
such as youth criminality and youth suicde, which s hard 1o understand. h
deserves careful analysis (Bucikingham 2000}
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Simply throwing xpayen’ funds ot such social problems does not solve
them. Indeed, the evidence is mounting that the welfare state has failed on
moral, fiscal, economic and social grounds. Socialised welfare has contributed
o producing and prolonging intergenenational poverty in families and has
produced morl hazard, that &s induced many people to make choloes that
harm them in the long run and lock them into poverty traps. It is in urgent
need of fundamental reform (Kasper 1998 106-109)

Other important changes have occurred in the workplace, which is central
to the well being and socisl interaction of most. The number of Australians in
employment went up by an annual average 1.8% over the past quanter century,
owcarly twice as fast as the averige employment growth in all rch countries
taken together. Behind the aggregate jobs growth lies a faidy dramatic change
in the structure of employment. The primary and secondary sectors Jost
personalised outputs, expanded employment dramatically,

In the process, job opporunilies for women improved, and there was a
considerable increase in female paricipation In work. By contrast, men's
pamticipation mies dropped considerably, from 78% of working-age men in the
late 1970s 10 about 73% as of 2000, reflecting a trend to eardier retirement,
lesser work incentives and difficulties for many previously emploved in protected
activities in finding adequate new work. Changing preferences and rechnologies,
the changing chamcter of work and rigidities in traditional employment stnactunes
have also contributed 1o the rise in pan-time employment. Australia now has
ane of the highest percentages of pan-time workers among OPCD countries
(over a quaner of the workforce are working less than 30 hours per week):
T0% of them are women.

The rate of unemployment has remained high by historic standards, afier it
was richeied up by the pobicies of the Whitlam government. In each recession,

mose drumatically, most notably afier the wage explosions of
the mid-1970s and 1980-81. But the following upswings did not lead to much
of & drop in unemployment. Long-term joblessness became the fate of many
Australians and a cause of poverty and soctal dislocation, despite social welfare
handouts to the unemployed. Unemployment has been tumed into a problem
that the government ought 10 solve,

Government spokesmen habitually perpetuate the myth that governments
are responsible for creating jobs, although in reality it is the employers who
creaie jobs. Much would be gained if job creation were undersiood as a private
concem and unemployment as a sign of overregulited and therefore grossly
dydunctional labour markets. Neither those who seek jobs nor those who
credle them are presently investing the necessary transaction costs of market
search and skill leamning. Market imbalances cannot be effectively signalled
and eliminated because wages and salaries are not allowed 1o be flexible
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There are numerous regulatony obstacles o improving labour prochuctivity and
hence job creation. It is safe 10 assent that the highly desirable stae of full

will only be anained when the regulators and wage fixers get out
of the workplace, and when it is populardy scknowledged that governments
are unable 10 create employment.

The Howard government has taken some steps in the direction of stressing
that central government alone cannot get rid of unemployment and that the
unemployed must ke responsibility by engaging in active job search. The
dissolution of the monopaly Commonwealth Employment Service (CES) and
the pan-privatisation of job-search services, which now have incentives o
reduce the transaction costs of matching supphics and demancs, point in this
direction. Administrative effons 1o get able-bodied reciplents of unemployment
handouts 10 perform collectively organised work as directed by government
go in the same direction, although such efforts suffer from high omganisation
costs and low “worker’ motivatkon. The Federal governnsent's experiments with
‘mutual obligatiom’ (Abbont 2000) can & best seen as a paternalistic slop-gap
measure and a first step towards denatonalising the unemployment problem
(in Chapter 4 we shall make a case for going much further and devolving
unemployment to local government),

Economic structural change has led 10 a relative shrinkage of the traditional
economy, in which standandisation and mass production, work routines and
narrow skill specification predominate. Al the same time, there has been a
rapid expansion in the pew service economy, Wha! matiers here is the
competition of small independent tcams and the ability 10 tailor-make every
service 10 the customers’ specifications. As a consequence, fewer and fewer
waorkers are prepared 10 organise themselves in unions; rather, many interact
as equals with their employers.

Class divisions, which have their roots in agrculiure with landowners and
landless peasants, never prevailed in Australia. Traditional manufacturing and
attendant social attitudes have linke room in wade, flinance, design, legal anc
tourism services. As a consequence, Australia’s traditionally high rate of
unionisation has declined naturally 10 200 of the private-secior workforce
(Sullivan et al. 1999 1553, It is higher in the public sector (52%), as government
workers can exent their monopoly power more casily—they do not have 1o
produce for competitive markets because they are securcly funded from taxation.
This enables managers and workers 1o perpetuase the old-fashioned antagonism
inherent in the outdated “us and them' approach o working.

It is cerain that Australia's population will age further. The experience of
labour scarcity dominated the lives of many generations of Australians. It did
much 10 empower working people and give ordinary citioens a feeling of

and confidence. Alas, it has not been a familiar life experience for
Australians since the 1960s. However, the future decline in the growth of the
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warking-age population end a trend to earlier retirement may contribuie 10
future labour shortages. This would ereate pressures 1o rise productivity. The
sooner it is realised that produciivity growth is central 10 our funure well-being
and the sooner this is addressed by neforms (o remove policy-made obstacles
o productivity, the casier it will be for ordinary Australians 1o enjoy better job
security. A thorough reform of weltare programmes that have been allowed o
profiferiie since the 1970s, and that have since acquired lobbies that agitane for
their retention, will be crucial. Without far-sighted and principled reforms of
soclalised wellare, the Australian community will noc be able 10 manage the
challenges of an aging society. At the same time, there s much ment in the
Austrulian tradition of offering volunteer help o fellow citizens through the
organisations of civil socety. It will be important 10 culitvate voluntary
organisations that are truly independent of the welfare state In recent years
they have increasingly become professional service providers who rely mainly
on government finance,

Cne of the dominant trends of the past 25 years has been the growing fiscal
transfers to support 8 large pant of the population (Sullivan e al. 1999 126).
This is based on a deep and admirable commitment 1o faimess, but welfare
transfers have increased enormously since the 19608 Political panies and a
growing welfare lobby have exploited the widely held commitment 1o equity.
It is unthinkingly accepted by many that the advocates of redistribution occupy
the moral high ground on fsirmess. When the pernicious effects of casy welfare
on the poor and less motivated are examined, the association between dirfgiome
ancd moral claims o fairness can be readily dismissed. Such soepticism is easily
denigrated as politically incorrect. But it needs 10 be acknowledged that the
weltare state as we know it has been a failure. It has prometed pressure groups,
discrimination and injustice, has endangered freedom, and s promoting
widespread contempt lor government. Present armangements ane nol sustainabie
in the face of population change on moral, social or fiscal grounds. Welfure
reform will therefore be one of the major challenges for policymakers. The
outcome will determine in no small measure how the next generation weathers
the coming economic slowdown

One final social wend that is hard 1o document needs 1o be mentioned. In
recent years, public opinion has moved in the direction of less reliance on
govemnment, both in Australia and overseas. Fewer and fewer independent
observers now sce the allevimtion of unemployment—aone of the najor causes
of poverty— as the sole responsibility of government. No longer is the search
cost in the labour market nationalised through a monolithic Commonwealih
Employment Service. It is now expecied that those who claim
payments make a search effon. The new intermedianies in the jobs market
offer subsidised services, but unemploved persons have 1o invest their own
time and money 10 find a job. It is cssential to drive home the point tha the
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responsibility of finding 2 job s ulimately with the person who wants one’!

Indiscriminate handouts of income suppont, simply on the basis of current

income and existing lack of wealth (as far as the authorities can find out) now

meet with popular disapproval. They are being gradually pared back, for
in work-for4he-dole schemes.

Care will have 10 be mken that a funther mtonal slimming of the wellare
state will exempt old-age pensions and the like. Lifelong mxpayers can with
woodd justification consider old-age care as a quid pro quo for taxes contributed
over a lifetime. Reformers will therelore have to change the pension system
with very long lead tmes in mind. For those with half or more of their working
lives abead of them, the expectation of an automatic government pension
nevds 1© be eliminated if individually funded superannuation schemes are 10
become the dominant foem of old-age provision and If the natonal savings
rate is 10 rise again. For those in retirement or close 1o i, simple and easily
undemtood criterta have 1o be developed that distinguish between subsiclies
i the able-bodied and transfers 1o those who are old now, Simple criteria will
alsn have 10 be found 1o single owl that small minority whose physscal or
mental disabilities are such as o genidnely prevent them from earning an
income.

Government welfare and health services are often mass produced and offered
with indifference 1o the nevds of the specific case and time. Centralised and
hierarchical administrations are poordy structured 1o do otherwise, But there is
a need 10 reorganise the delivery of assistance 1o the truly helpless and 1o
make welfare and health care more humane (Chapter 4)

Given fiercer intermational cost competition—particularly with the countrics
of East Asta where welfare has remained o private and o family matter—the
Australian social welfare system will only survive intact if it focuses on absolute

poverty and helplessness, and is again supplemented by voluntary private
effiort.
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CHAPTER 3
Possible Challenges

1 believe there are more insances of the abridgement of the
freedom of the people by gradual and silemt encroachments
of those in power than by violent and sudden asurpation

James Madison, Speech in the Virginia Convention, 16 June 1788

When trying 1o guess the shape of the economic future over the next 25 years,
one should begin by trying 1o identify what obstacles there will be 1o flexible
adaptations 1o expected social, political, technical and economic changes and
hence 1o rising prosperity. Il past history is any guide, a deceleration in the
pace of global economic growth is on the cards. In the past, such slowdowns
ins economic growth have typically been the result of & cumulation of adverse
circumstances, namely,

s heightened intermational security concerns;
» new mercantilistic designs against free international trade and paymenis:;
= shifis in domestic preferences from economic growth 1o protecting past

» intensifying distribution conflicts berween business, labour and
EOVETIments;

« shorages and price rises for food and other raw materials that the urban-
industrial centres rely on and:
* rises in real interest rates, coupled with financial instabilivy.

In this Chapter, we will discuss the hkelihood af these changes over the next
decade ar two, mainly in Australia. Of necessity, this is 4 speculative exercise.
The future can never be ‘proven’, it can only be made plausible. However,
without such speculation, collective and private action would be akin 1o driving
by looking only in the rearvision mirror—a most sccident-prone mode of
behaviour!

The International Dimension: Prasperity, Conflict and Security
During the long cold war era, smaller countries wene able to free-ride 1w some
extent on the military defence effont of the big powers, as we saw in the

previous chapter. Since the fall of the wall' most nations have reaped a peace
dividend and cut back on defence expenditures. This has contributed 1o more
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halanced budgets and, in minor ways, has helped long-term growth, If, however,
new threats of senous conflict emenge, more defence spending will be necessary.
For Austrulia, with its simall popalation and vast real estate, this will mean very
capital- and skill-intensive defence, probably amid emenging skill shortages.

Threats vo Australian security might emerge from various sources: civil conflict
and imternal tarmoil in the ‘archipelago boomerng’ 1o our north, or turmodl in
China, Vietnam and South Asia where demographic, technical, secial and
cconomic conditions are changing dramatically and where the inherited
institutions seem inadequate. Huge differences in productivity and living
standards around the globe are another potential for conflict. As noted, mere
transfers of aid would do listle 10 reduce the problem. Yet Australians have a
considerable interest in mitigating the tensions arising from unequal
productivities and incomes in the workd.

Within the southwest Pacific region, Australia looms not only as 3 major
power, but constitutes an affront 1o traditonal social and political hienrchies.
O occasions prickly relations with the Malaysian leadership, for example,
Indicate that our rich, free and open nation serves as an inspiration 1o many
younger Asians and a beacon of greater freedom. This can casily be perceived
as imperialist and provocative. The US generally plays this bogeyman role, but
populist leaders in the region may sometimes find it more convensent and bess
risky b0 set up Australia as an external scarecrow. Calm and mature reactions
0 such assaulis on the pan of the Austrulian government, media and public
may suffice o aven acute conflict, but our security may require that we match
our position with a credible military defence.

The internal pressures on land and resources in the fast-growing countrics
of Asia will be considerable. Free trade in nesources and resource intensive
products will therefore be essential 1o accommodate the demands of growing
urbanisation and economic growth in Asia Adminedly, the nature of eoonomic
growth s shifting funther and funher from high resource intensity 1 senvices,
s that shomages of land and natural resources will be less of a problem.
Genetic modification, for example, may soon increase crop vields faster than
the population. Nevertheless, energy and mere space will be at 3 premium
Shomages of these essentials may well drive up cast levels in Asis and impede
the future growth of exponts and living standards

In my opinlon, however, inadequate institutions are likely 0 constituie the
principal risks 1o ongoing growth in Asia. The early phases of industrialisation
are always driven by easy imitation and advantages in labour and other local
production costs. To the extent that industrialisation is successful in mising
wage and other incomes, domestic cost levels go up. Al the same time, the
potential for easy technical imitation is eventually exhausted, and productivity
grows more slowly. As a result, unit cost levels tend o rise after two or three
decades of industrmalisation. Moreover, industrialising societies develop s more
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complex division of labour so that they also become more exposed o the
consequences of high transaction costs and poor institutions. Unformunately,
institutions are not transformed easily, social taditions and established political
interests stand in the way.

When institutions are ot of syne with wechnical and industrial conditions,
international competitiveness sulfers. Economic crises occur which are
reminiscent of the ‘orises of capitalism’ that Kard Marx observed when the new
industrialised country Brimin experienced its first Kondratiefl stowdown in the
18305 and early 1840s. Capital Mlight frequently accentuates such crises. This is
why new industrial countries, when they mature afier 4 generaticn of Fast
progress, are frequently places ol social tension. First generation structures
and networks need 10 undergo ‘creative destruction’. The “Eric Jones effiect’
(see p. xix) has to be allowed 1o work. For the ruling elites that is a novel
experience, and the overarching institutions that could smooth the path for
creative institutional adaplations, such as a genuine panicipalory democracy
and a trust-inspiring constitution, frequently do not exist.

Part of this constellation became evident during the East Aslan economic
sethacks in the late 19904, Inn 25 years' time, that expenence may well look like
a forewaming. The problem of a ‘Marxian crisis’ of East Asian capitalism may
not evome acule for some tme, but it will if the Chinese economy, which is
presenily coordinated on the basis of poor instiiutions, resches samrmtion point.
Australians would be well advised 10 monitor the instinational and economic
evolution In Asla critically by keeping some sceplical distance fram Asian
boasterism, so typlcal of new industrial countries in their second genemtion of
SUCCERE,

Australiun security may be challenged from within when the bounce goes
ot of economic growth, Mob violenoe has erupted throughout history in the
overcrowded centres of the world International communications could inspine
frmitatoars. (0 Australia when the underlying cconomic and social conditions are
fragile. Australia has been and in all probability will continue 1o be a peaceful
country. But internal peace may have to be bought at a higher cost, if terronism,
ethnic conflict or crime ignite latent tensions in the community. It i a matter
for concern that the rate of unemployment at the height of the growih wave
sill lingers around 7%, whereas the previous growth wave had reduced
unemployment 1o 1-2% in the late 1960s. Joblessness could contribute to an
erosion of internal security, one of our greatest collective assets.

New Enemies of Free Trade and Invesiment
‘The: living standards of most people on eanth would not have grown as much

without steady global progress towands free trade and free fows of capital
since World War 11 Tracke and foretgn investment did not just generite more
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incoine, i also spread useful new ideas and practices 1o far-away places. This
message s not generally understood, whereas the burdens of international
competition are ofien loudly resented. As already noted, the open economy
challenges established interest groups and political power—linle wonder that
many political agents do not welcome free trade and free invesiment Gows.

The shonsighted self-imerest of polincally influential advocacy groups has
in the 1990s given rise 10 a new coalition against globalisation. Opposition
comes from the old enemies of free trade, who were restrained over recent
decades, and new enemies of the open economy. Old enemies include the
industry groups who invest in lobbying 10 reserve the domestic market for
themselves and 1o abtain political protection against outside suppliers of goods
and services. Such lobbying by a few suppliers is rarely counteracted by the
many buyers, because buyens are hard 10 organise and each of them bears
only & small burden from intervention. Industry lobbies are often joined by
labour organisations representing mature manufacturing industries in old
inchustrial countries that are migrating 1o new locations.

Their new allies are single-issue Green advocacy groups who sec intemational
competitiveness as an olstacle to their aspirations and who care naught about
the complex, mubi-issue pursuit of economic growth. Social welfare lobbies,
an establishments and others who have come to rely on big government ilso
resent international pressures o cut government expendinures and social welfare
transfers. The social welfare lobbies claim that free trade mpoverishes the
poor and fails o promote equality on earth. As we saw in the previous chapter,
this allegation is not matched by the fcs. In additon, churches and civil
associstions wedded 1o traditional values and identittes sometimes resent the
provocative influence of internationalism and foreign pressures to change morals
and values (note the nervous reactions to “Hollywood culture’),

A coalition of political forces and groups in favour of free trade and openness
to infernational imvestment flows is always tenuous. The cause has not been
helped by drawn-out and complicated trade bargaining and mutual concessions
This has given trade negotiators 3 career and political impostance, but has led
to lopsided results. A case in point are the compromises with major imponers
of agricultural products, despite the valiant effons of the Australis-led ‘Cairns
group’, an international caalition of food exponting countries. The practice of
limited market access and heavy subsidisation of agricaliure in Burope, Japan
and the USA makes many Australian agriculturalists wonder whether it s
worthwhile supporting the logical principle of free trade. When confronted
with the realities of international trade, it is easy o fall into the logical trap of
mutualism in international trade concessions. A case can be made for unilateral
trade, however. The Australian experience has shown that trade barmiers hun
citizens and that trade liberalisation confers laming benefits throughout the
COmMntyY.
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Anti-free trade coalitions can also grow because people are comionable
with traditional institutions. They resent globalisation when it acts us an
anonymous force necessitating institutiona] change. In addition, intellectual
elites—many academics, the media, policy advisors and consultants—end 1o
believe that the government can engineer desirabie outcomes rather than relying
on the spontanecus order of an open system. Intellectuals have a greater role
and higher status in sockety when affairs are guided by the government (Hayek
19490, It s therefore relatively casy 10 forge xenophobic collectivist coalitions
for fair trade’, which in reality means unfree trade. “Fair trade’ & now becoming
a euphemism lor protectiontsm, but history has shown time and again that
interference with free trade and payments has a habit of growing.

Populist political careers can be made in this cimate. When some bystanders
applauded the demonstrators against the World Trade Organisation a1 Seattle
in 1999, or against the OFCD when it tried to standarchise international imvestment
rules, few raised their voices in defence of a free international trade and
investment, However, the long-term costs of the deconstruction of the free
ecomomic order would be devastating, as the experience with infernathonal
disintegration in the first half of 20th century has tught us. Australians depend
on global rade and foreign investment for their prosperity and their secunty,
They should ke a keen interest in fostering and preserving an open, free and
non-discriminatory economic order.

Pursuing the free trade ideal has become more complicaied since the nise of
vocal, populist and often anarchic ‘non-government’ onganisations that we
have dubbed Single lssue Promoters (5IPs). These sclf-appointed, unelecied
enemies of free trade have gained a pseudo-legitimacy at infermeitional meetings,
because international organisations, such as the Workd Bank or OECD, have
invited them (o the table as if they were elected governmen! representatives.
In opposing free markets and voluntary exchanges, the SIPs save protectionist
partiamentarians and bureaucrats the trouble and political exposure of doing
s0 themselves (Rabkin 1999). The assaulis on the free nternational ecopomic
order may not matter much now. But 4 poor public understinding and weak
palitical commitment 1o the open economy will become a serious lability
when the economic ude turns, It is then that political leaders will need the
feedback from the open econonry most argently 1o recognise what is going
wrong. New obstackes to free international economic relations would undermine
the “Eric Jones effect’ because they impede the mechanisms that overcome the
notoriously poor cognitive capacities of collection action enthusiasts,

Damage o the existing world order is potentially more immedinte with
regard 10 international institutions and organisations. After World War 1, the
Intermational Monetary Fund, the World Bank. the OBCD and the GATT were
protectionist opporunism. In recent years, international buresucracies have
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become more and more sdetracked from the priority of ensuring free trade
and investment by novel politicsl causes, such as ‘social justioe’, environmesial
profection and labour standards. These have the potential 10 undermine the
commitment to free international exchanges. The World Bank. the international
Monetary Fund, the OFCD and many UN bodies have grown into overstaffed
megi organdsations with Bmited missions. Principally out of bureaucratic self-
interest, they have widened their mission from ensuring freedom from trade
and investment restrictions 1o pursuing more and more specific outcomes.
They organise sucoessive, emotional single-issue world summits—for example
on the environment or on labour rights’. These sirmmits erode the commitment
to free rade and undermine the foundations of the international division of
labowsr.

Is the Nation State Obsolele?

The nise of globally nerworked SIPs is pan of & wider challenge to the nation
state. As national borders have become more permeable, the govermment's
capacity to control national affuies has eroded, Often this is welcomed by
ordirary citizens, as competition among power holders promotes a freer and
more innovative society. However, when power is eroded by anarchisss beyond
a cemain point, order decays and everyone sulfers,

The UN and its branch organisations such as the International Labour
Crrganisation have also tried 1o emasculate national sovereignty in a growing
number of arcas. This began with legitimate constraims on nationalistic and
opponunistic politicians in order to prohibit internationally harmiful action by
some members of the infermational community and included actions to protect
liberty, life and limb, Thus, the GATT prohibited harmiful trade protectionism,
and the international criminal count dealt with gross abuses of fundamental
human liberties, But there s 3 growing tendency 10 surrender national
sovereignty o international organisations under covenants and treaties that
engineer specific outcomes, rather than suppressing abuses.

For example, the aging welfare states of the West are now using UN
mevhanisms to inflict welfare cost handicaps on thelr competitons by prescribing
specific policies and establishing positive claims on sovereign governments
and elecionites. These UN policies are interpreted and administered in non.
transparent ways by unclected international bureaucracies tacking local

-Wﬂuuun.rﬂ'twumllﬂwh:rmmdmhﬂdup
bigger and bigger international oganisations—a UN intervention force to stop
bloodshed in Africa, a climate convention 10 address carbon dioxide outpait
before its consequences are proven, or UN policies on child-rearing or work.
Such policies are driven by elites who cannot obtain broad public support in
their home countries, und muy be totlly alien (o o community’s time-tested
traditions.
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To pacify vocal domestic interest groups, the Commoanwealth government
surrenders s sovereignty and relies on llegitimate uses of external affairs
power encouraged by some dubious High Coun judgements. It emphasises
incompatible single issues in politics and downgrades the focus on shared
valises and sensible compromises. It also constrabin our ability 10 react promptly
in future contingencies. Many of these intermational conventions are not in our
collective interest, bur give international leverage 1o SIPs who have lost the
political angument st home. The growing supranational activism by a range of
SIPs is therefore o theeat 10 our freedom and sovereignny

Moreover, small and somewhat solated nations such as Australia tend 10
lose out in mtermational political majorities. The Australian government should
therefore be wary of anending the growing number of international fora, and
the Australian public should control the immature political instine of wanting
iy belong to any internathonal diplomatic cub open o us

The Australian pardiament should apply a ‘negative freedom test’ when
reviewing international ineaty obligations, that (s it should only approve those
international constrainis on our sovereignty that enhance negative liberies
ifreedom from interference). Positive claims on us and elitist prescriptions by
imternational bodies only weaken our freedom. It i therelore tme 1o claw
hack some of the national righis we used 10 have

Enviranmental and Raw Material Limits to Growth?

Previous Kondratke{f downtums bave typically been associated with temporary
raw material shofages and uncxpected incredses in the input costs of the
inchustrial-urban sector, resulting in reduced potential for profiable investment
and innovation. Over the past two decades raw material prices have, on the
whole, rended down (Moore 2000). However, the rpid oil price increases in
1999 and 2000 indicate that it is dangeroas 10 rely on low energy prices as
ghobal demands keep growing. Political conflices that affect world oll supplies
could easily lead 10 a repetition of the 197475 and 1981-82 oil shocks and
ETSUINE A MCOrRSons

In the longer term, encrgy crises can agein be overcome. Sufficient odl
reserves are known and assessed. Most of the major Mideastern oil suppliers,
who control two thirds of known oll reserves, are estinated 10 have between
&% and 100 years' present extraction in reserves (The Foomomisr 15 July 1000:
1023, The major ol reserves are controlled by so few governments that access
at a sustainable price pemains a problem. The major ofl producers will, however,
be loath 1 exploit thelr monopoly power to the full. because a global recession
hurts them and because aliermnative sources of energy and energy-saving
technologies are now known, But these come ot & cost. Huge tar sand, deep
natural gas and oil shale deposits have been assessed and the technology has
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been developed to exploit them. Severul “Saudi Armbias’ could be added w0
global petroleum supplies. These projects will not be implemented as long as
the long-term price of conventional oll and gas is expected to be low, But this
knowledge introduces a ceiling 10 energy prices, which are critical 1o the
prospenity of the urban-industrial core of the world economy.

Another potential risk 10 future growth stems from growing anti-nuclear
sentiment, It Is true that no major nuclear accident has occurmed other than
Chernobyl, which was due 10 incredible irmesponsibility and socialist decay.
But nuclear power has now become a cause célébre for environmentalists in
many leading countries. For example, Germany and Sweden are
their nuclear power plants atl immense cost to taxpayers and their economic
growth potential This will increase their impon dependency and will make
the global enemgy balance more precarious. If the anti-nuclear movement
spreads—as i probably will if there s another major nuclear accidens—this
might precipitate another encrgy crisis, followed by the write-off of enengy-
dependent and industries; in other words, there could be a re-run
of the 19708

When looking ahead, one must also be aware of the growing demand for
other raw materials and food by developing countries. In the wake of the
present wave of economic growth such demand is likely 10 accelerate over the
coming decade. A price explosion can therefore not be nuled out, should poor
harvests reduce supplies or 2 military conflict erupt. Higher input prices could
then cut into profiability and trigger—as they always have—a Kondrtieff
downitum,

With spreading urbanisation, industnalisstion and overfertlisation, localised
environmental bottlenecks can also be expecied. If pollution becomes noxious,
people who have the means will begin 1o invest some of their resources into
remedying polhition problems. In nch societies, this is just a cost thar has 1o be
absarbed. In more fragile developing economies, such contingencies may well
add 10 the instability of the economy and contribute 0 2 downtum.

When confronted with resource problems, we must, however, not lose sight
of an important lesson of the last quarter century: mercantilist fearmongers,
even respectable sclence establishments, tend 1o exploit shonages for their
own political reasons. It is salutary 1©0 compare the alarmist forecasts of the
‘Chub of Rome” and official repons, such as President Caner's medis—celebrated
Global 2000 report, with what forecasters that were more knowledgeable in
the soctal sciences, such as Herman Kahn and Julian Simon predicted (Kahn et
al. 1976; Moore 2000). Officials predicted that “Life raft Earth’ would by 2000 be
overburdened: “we are nunning out of resources . . we are robbing future
penerations when we use these scarce, inreplaceable or non-renewable

i I s wovirrh morviog thae the mbndng of ooal, whick will hares 1 replace: suclesr cnengy, has b rogpssible fos
i panlmated 21 000 deatdis por annm i sdedivinn 1o thoee cosed by the g sl buming of ot
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resources.” It was predicied that by the year 2000 the word would be insufferably

hess stahle ecologically, and more vulnerable 1o disruption, with the
world's people becoming poorer. The solution offered was more government
contral and regulation, Observers such as Kahin and Simon argued that economic
freedom would unlock new resources and that the future was bright. But they
were widely reviled for this (Paul Ehelich, the spiritus rector of the Club of
Rome, remarked that their analysis only proved that ‘the workd isn't ranning
out of imbeciles’ (Moore 2000).

As we have already seen, the economists were right and the science fobby
was wrong. The oil price, adjusted for inflation, is not at US$ 80-100 a barrel,
as the US government predicted in Global 2000, Instead it ks around LSS 30,
despite the shorage situstion of 2000, The widespread catastrophes of starvation
and the doubling of the food price index by the year 2000 predicied by the US
government did not materialise. In reality, real food prices have fallen by
about 50% since the poor harvests of 1975, and worldwide food
per capita s now about 25% higher than in 1975, Instead of the catastrophic
population bomb that we were wld 10 expect, we observe that lerility has
dropped from 5 10 3 children per family in the thind world (Moore 2000)

If temporary resource shortages arise again, it i 10 be hoped that the media
and the wider public will have leamt & besson from the gross divergence of
economic forecasts and advocacy of economic freedom on the one hand, and
the scientific-Malthusian extrapolations and advocacy of controls on the other
Judging by the way the ‘precautionary mative’ is being pushed by promoters
of single environmenial ssues and the way that governments are being cajoled
by activists and the media into signing the "Kyoto protocol’ and similar costly
exercises in world government, this lesson has not been absorbed

Capital, Debt and Financial Skability

Another frequent contributor 1o Kondratief! downtums is the instability of
capital and finance. Marx and Kondratiell wrote much of their respective stories
around the instability of capital markets and swings in capital interest rates.
When production and income accelerale, entrepreneurs discover more and
more projects that look peofitable at the prevailing interest cost. Events ofien
bear them out. Al the same time, people find it easier 10 save out of rising
incomes. Growing savings, supplies of capital and growing borrowing dermancd
by investors build up higher and higher balances of monetary assets and
Habilities. This process can be compared with the hodsting of saills on a yachi
in fair weather, more and more sails are set, propelling the vessel forward
faster and faster. The expansion feeds back into investor optimism and asset
prices rise, reinforcing the optimism Warning signals, such as the odd drop in
stock prices, do not dampen the upward trend in asset prices. Growing invesion
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optimism eventually triggers high interest rates, which means high borrowing
costs. Some investiment projects then turn out 1o be disappointing. Nonetheless,
asset price inflation goes on for a while and induces speculative overexpansion,
until the economy s so top heavy with ‘credin sails’ that a minoe disturbance
can cause it 1o lopple (Kindieberger 19890,

Agains this background, the rapid rises in the foreign indebledness of
Australian business and. w a lesser extent, governments ane 3 worry. Australia‘s
foreign debt relative 1o the flow of production has risen steeply over the pas:
two decades. High and rising international indeltedness preceded Australin's
Kondratiell downtumns in the 18808/ 18904 and the 1930s, Next time around, i
is possible that problems of excessive credit volumes will be more acuie.

This is partly because all capital-rich, high-savings populations around the
world are aging and are, in their pension vears, calling in outstanding loans
and panly because new aggressive borrowers among developing countries
Whﬂmm%hmmm“ﬂhmﬁh
expensive credit. Even il twe flow of international capital to Australin duning
the present period of Kondratieff acceleration reflects improving
creditworthiness, international lenders are likely 1o reassess thelr Australian
exposure and recall outstanding debts in times of growth deceleration
International capital outflows can then easily lead to currency depreciation
and a protracted financial cisis. Private foreign indettedness then has a tendency
o become 3 collective concern.

Warning lights should be flashing because of the low mie of saving by
Australian houscholds (uimilar 1o the United States). In recent years, ssset price
rises have inspired feelings of affluence, simulating consumption. Because
the ‘haby boomer generation’ —the post-war and pre-pill generation bom
between 1945 and the carly 1960s—grew up without the experience of penury
and with the promise of material security in o growing welfare state, savings
matives are weak. The unwillingness 10 make adequate sacrifices for a miny
day and old age is widespread and entrenched. From now on, this large age
group will begin 1o retire, while the growth of the working-age population (18
1o 64 years of age) subsides rapidly, as the following figures from a study by
Treasury's RIM Unit show (cted afier Instinge of Public Affairs 2000, Feacts
421, June: 5k

* In the 19605 and 1990s, the 18-64 year old population grew by 164 pa.,
and the over 65-year olds by 2.68.

* In the current decade. the 18-64 year old population will grow by 1%, and
the over G5-vear olds by 2%,

* In the 2010s and 2020s, the 18-64 year old population will grow by 0.3,
and the over 65-year olds by 2.9%
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Belore Jong, the working age population will be growing by a fraction of 1%
a year, whereas the aging baby boomers will demand more medical care and

ather old-age services. After 2010, private and public financial strains are
therefore programmed 1o snowball. Aging baby boomers will discover that the
promises of successive parliaments over the past quaner century will bo hard
1o deliver. Retirement incomes are likely 10 buy less comfort than expected,
even if there is rapid productivity growth from now on. The more likely oulcome
is that those who have failed w0 make privale savings provisions [or old age
will be disappointed. The growing age-care burden will lead to intergenerationa)
condlict. Politiclans will find it hard 10 reconcile the aspirations of old voters
with those of the young,

One promising way to deal with the probilem of low houschold savings at
its source is o improve on existing superunnuation schemes and o protect
superunnuation savings from confiscation. Some countries now iry 1o oblige
all Incomc eamers 1O save 3 cenain percentige for retiement; superannuation
savers are given individual and fully portable super savings sccounts that can
be managed with low transaction costs. Unlike government- of union-rin
superannuation funds, which lock in savings and encourage manager
opportunism, portable superfunds make savers responsible for the value of
their savings and henoe induce them o miorm themselves about alternative
investment performances. Fraud by opportunistic funds managers becomes
less likely, and a generation of citizens of propenty is created

A difficul issve arises with all compulsory superanmusation savings: shouled
these assets be made available as collateral for loans? If the answer is affirmative,
then the positive effect on aggregate saving and investment is reduced and
savers are induced 1o take risks with their retirement savings. Il the answer is
negative, people have more lifetime freedom 10 dispose of their assets and
take risks, but then government-funded fallback positions, such as a pension
scheme for the destitute, beoome bess acceptable

Low domestic hiusehold savings increase the nisks of o foreign-delt orisis
of the sort that accompanied Australian Kondmtiefl downtums in the 1880s
and 1940s. Seen in this context, policies that discourage savings, such as the
high (double) taxation of yields from savings and the uncenaintios and high
compliance costs that legislatures continually inflict an self-funded

seweth foolhandy. On the other hand, the likelihood of 3 credit
crunch is now reduced by the public sector It has eased its demands on
cupital markets, arvesting the drop in aggregate gross savings rate in the Australian
econcmy during the 1990s. Because inflation and nominal interest rates are
currently low, the hoisting of more ‘debt sails’ may still look like o good idea
wwrwﬂn#ﬂ:mm.ﬂhhmhmm%mpdﬂ
und the timely defence of stable money can reduce the excess credit risk of a
Komdratiell slowdown
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But will the central bank be able to retain monetary control Problems
could arise if future governments are again more interventionist. Unlike some
other couninies, the independence of the Reserve Bank of Australia is not cast
in hard-to-change legislation. A modernised Reserve Hank Act, which at long
last sheds the outdated Keynesian and closed economy vestiges of the 1940s,
would build institutional trust in the Bank's independence and reinforce the
commitment 1o price level stability as the only goal that monetary policy can
credibly pumsue nowadays

Ancther danger 1o central bank independence looms from the emergence
of ‘e=money’, Le. the creation of widely accepted and liguid liabilities that are
used as means of payment over the Intermet and whose creation is not controlled
by the monetary policies of any one nation (Mikkelsen 1997-1998). In minor
ways, such developments are already occurring. In some Asian countries, for
example, muklinational e-commerce firms accept prepayment for Chs, books
and other enterainment products. These balances are Internet-tradable, and
third parties have begun 1o use them 1o sertle debits in lieu of pational cash.
The money volume is thus ‘backed” by music. This means of payment is
spreading among the Chinese networks in Fast Asia. Just as the silver shops of
old became banks, 5o could e-commerce firms become providers of liquidity,
IFthis private c-money creates tax und regulatory advantages, monetary control
will slip from the grasp of central banks. The process i bound 10 accelerate if
central banks inflate the supply of government monopoly money,

50 far, e-money does not compete with rational currencies. These are carly
developments, mentioned here only because they could be the harbingers of
Internet-based money, which erodes the taxing capacity of governments and
the control capacity of centrul banks. E-money may ot this stage seem like 3
fanciful pipe dream, but so did instantaneous worldwide communication, even
acroms hermetic borders, a mere 25 years agol

Distribution Conflicts

National income is produced by the employment of labour, knowledge, capital_
natural resources and other inputs. Over the longer mun, these production
factons tend 1o be rewarded according to their contribution 10 output growth,
In the market economy, production and “distribution’ cannot be
companmentalised Government interventions 1o redistribute inoomes inevitably
distort the incentives 1o produce and so make the market system dysfunctional
People then have (o pay more if they want products or services in shon supply,
and cenain goods and services are produced even though they are not really
wanted Government thus distons, even destroys, the signalling mechanism
which is absolutely essential for the functioning of a complex and ever-evolving
economy. OF course, 4 modicum of redistribution may be acceptable for the

o
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sake of avoiding gross inequalities, but the more redistribution increases, the

Since the liberal reforms of the 1980s and 1990s, redistribution has played a
lesser role, panticularly in the new—and hence as yet unregulated—flexible
growth industries, such as the e-economy. Economic growth therefore tends
to accelerate. After the growth process has been running strongly for a decade
or two, new political interests and pressure groups come into existence and
create distribution conflicts. The longer the good times roll, the more perceived
risks of job losses dwindle and the more organised labour is inclined 10 expand
s relative income position, often through resorting to strikes. In such conditions,
legistators begin 1o take fast growth for granted and therefore switch from the
techous business of nururning growth 1o eleaorlly rewarding soctal issees and
redistribution

Al the same time, governments become more ruthless and try 10 iIncrease
their ‘take’ from national income—whether a bigger government share adds 1o
national productivity or not. When the Koadratielf wave is high, maw material
suppliers, many of them abroad, join the distribution battle by trying 0 rise
thetr ncomes. The growing distributhon conflicts then squeeze the profitabibity
of industrial and other producers. Planned investments suddenly look

In this context, we should note that the daim by Australian governments on
the national iIncome on a per-capita hasis has grown over the long run. Afer
the Korean war, the public secior claimed about a quaner of GDP. This share
was driven up dramatically in the Whitlom years. It was not reduced under the
Fraser administration and was raised again in the Hawke years, until the famous
‘Banana republic scare’ of the late 19808 brought a lemporary drop. The Howard-
Costello years brought a slow but remarkable decline in the aggregate
government claim on resounces from 42 10 57% of GDP, We will argue later that
even this share may in future be unsustainable, If the consequences of a coming
Kemndratief] slowdown are 10 be minkmised, ot s important that governmenis
curb their tax claims and that parliaments ensure that governmen! s lean and
delivers only those services citizens really want. When the previous Kondratiefl
downtum began, the "Whitlam push’ for more public spending came at exactly
the wrong rime, thus worsening the deceleration of the economy.

An essential precuution against a possible slowdown would be o make
labour markets more flexible and responsive 1o changes in the pace of growth,
Australia’s rigid industrial relations sysiem aggravated distributional condlices
during the two Kondratief! downturns of the 20th century. Quasi-judicial
arbitrators and union officials persisied with real wage increases, because they
failed 1o recognise the onset of a supply-side downturm. 'Will the first Kondrtieff
downtum of the 218t century again be aggravated by a similar recognition lag
and administrative inflexibilities, or will we by then have decentralised and
responsive labour markets?

&5
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Regional Problems and Redistribution

It is frequently asserted that globalisation has benefited the big centres, leaving
rural Australio behind. Major economic ransformations, such as the liberalisation
and globalisation of the 19805 and 19905, do not have an even impact across
industries and reglons. Fast learners and people with skills in demand by
leading industries make gains. These industnies then drive and steer structusal
changes towards new opporunities and new sounces of demand. The growth
in modern services, for instance, did pot begin in nst-bell regions where
entreprencurial energies were habitvally geared 1o lobbying rather than
production. It began near the new industries where entreprencurs were used
1o hooking 1o the market for success. New expon sctivities also began in this
way.

A pick-up in growth thus came mainly in outward-looking arcas, mich as
the Sydney region, greater Brishane and Perth. More conservative places full
of the ance-protecied impor -substitution industries in the south of the continent
were slower 1o make the necessary adjustments. Over the past two decades,
travellers have been impressed by the existence of two Australias: the optimistic
and confident East and West, and the pessimistic, pusillanimous South. Cyclical
recessions were weaker und shoner in Sydney and Queensland, and maore
protracted in Adelside and Hoban This breeds different economic attitudes
and differences in the confickence with which new ventures are approached. I
also produces different public and official perceptions of the creative potential
of the market process.

Cilobalisation and its economic consequences impacted on the Sailes, some
ol which did muich 1 improve competitive conditions by reshaping their bucdget
policies and strcamlining regulations. Queensland and Western Australia
probably provided better economic freedom for enterprises and workers, but
interjurischictional competition between these States and States like Vicoria
spread the reformatory impulse 10 some of the over-regulated rust-belt Tocations,
Privatisation in Victorda improved the quality of services, reduced prevalent
strike risks, allowed the reduction of government debts and the improvement
:#'ucdhmmwmhadthcum:wduhmmdmpmimmﬂm

Regional divengencies, 2s well as differences in economic dynamism between
the cities and ‘the Bush’, have been influenced by the willingness 1o bearn and
uhrmtnnmﬁlmktﬂmmmmmwmmm
initiatives rypically lost out. Long afier the lessons of glolalisstion had been
abwarbed in Brishane, Gladsione, Cairns, Darwin and Penth, they were sill
reslsted and bemoaned in Launceston, Adelaide, outer Metbourne, and many
parts of rural Australia (Sorensen 2000, Trebeck 2000,

Rural producers and minens exposed to harsh world market forces had to
take prices and market conditions as given. Unforunately, many of their input



Bunsina Prosremimy

costs have been kept high by hidebound local suppliers and poorty mun local
governments. The socialist notion that people and communities should not be
held responsible for their economic fates, regardiess of how they react 10
challenges or whom they have voted into office, is no longer tenable. Yet, this
leftover from the 'Australian Setthement” has rarcly come under scrutiny, Existing
regional distribution and inter-State fiscal redistributions are still uncritically
supported by most. The notlon s widespread that living conditions must be
the sanse imespective of place and imespective of mental agility in coming to
terms with change. The long tradition of intra-State and regional redistribution
policies foments this stitude. With it come the very forces and antitudes thal
make for rch and poor regions. Regional communities must ultimately and
primarily be responsible for local living conditions and local economic growth
Fiscal redistribution is o brake on reglonal prosperity. In social welfare policy
outcome egalitananism is increasingly understood as hammiul. Mendicant States
and regions that clamour for subsidies, and even act 1o qualify for greater
subsidies, need to be weaned from this dependency habsit if the ailing regions
are tix overcome thetr backwarndness,

Regional prosperity can be crested. Many rural centres prosper, despite the
publicity implying rhat all of v “Bush’ is soffering as a result of pobicy relorms
and globalisation. ln some regional centres, local government and local
enterprise have taken the indtlative and wimed the tide, The once-ailing alamolr
wen of Gladstone in Central Queensland i3 now a modern, world-market
arfented centre with attractive amenities. Enterprising young innovaton. have
tumed the Barossa, the Hunter, the Riverina, the Darding Downs and the Margaret
River region into success stores. The culprits for regional fatlures can often be
found close 10 home. The blame lies with cumbersome, poorly administened
regulations, power plays by local government inspectors and local canels, and
councils that seem 1o be run for the benelit of local trades and labour coundcils,
the real-estate industry or local monopolics, or all three

More Tiscal redistribution and regional aid v not the answer, but mther a
closer supervision of Jocal administrations and fiscal devolution s needed
(Chapter 4). OF course, some reghons and centres are not favoured by the
changing winds of economic development, and some will always be on the
decline. But in many cases, te answer is more bocal responsibilicy, including
institutional armngements which drive home o the local electorate that wlerating
comupt or ineffective political leaders, poor local administrations and a closed
small-town mentality can have dire consequences for them.

Disoppointments in Business

Kondratieff upswings are times of heightened expectations, many of which are
sell-fulfilling. However, as entrepreneuns tackle more and more promising
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projects, and as the most promising opportunities get exhausted,
Wmnﬁmﬂrmnwmﬁm.
Other technologies may never yield the expected profits. In computerisation,
for example, many users are now finding themsehves on the treadmill of having
to upgrade their sofrware withowt ever enjoying good returns for their
mvestments in computing. Eventually, they conclude that further spending is
not rewarding and may slow down further computing investments. In muarkets
where pioneers reaped massive profits, imitators tend to crowd in, afien creating
vercapacities,

In every historic Kondratiefl cycle, the tide has also tumed because of
disappointments in omgansational innovation. When the upswing is under
way and capital is cheap and freely available, there is a tendency for takeovers
and mergers. Karl Marx observed the tendency to concentrate in growing
capitalist systems and was onitical of the rend 1 monopalies. In the 19905, we
have again seen a move w0 company mergers; mature and new industries alike
are being reorganised, this time often by border-crossing megs memgens.

Big corporations are not normally the drivers of genuine innovations,
ulthough they tend 1o engage in much useful information searching and adkptive
innovation. It is the small firms and the outsiders who frequently set new
trends. The proverbial garage in the computer industry and the small firms in
the motor industry, such as Honda and BMW, launch the more pathbreaking
inovations. Many of ihem become tkeover tangets when their management
teams run out of steam, but newly menged companies find it often diffical 1o
combine different business cultures and must cope with duplication, infighting
and institutional conflicts. This is why mergers often fail—more than half anc
estimated 10 destroy shareholder wealth and fewer than one in six increase it
As The Econcmist recently put it {mengers] are, like second muarriages, 2 iriumph
of hope over expenence’ (22 July 2000: 15,

Shortened Time Horizons and the Emerging Neo-Romanticism

In the early 1980s, when the Australian economy wis ailing after the downturn
and oil crises of the 1970s and 196808, some political leaders—such as the
‘Dries’ in the conservitive camp and cemain leaders in the ALP—as well as
many officials, industrialists and citizens adopted a long-term view of the costs
and benefits of policy reform, In the present climate of easy expansion, little of
that is left. Collective action s again focussed more on shomsighted political
redistribution and side issues. Federal politics and the media seem dominated
by Issues such as the gun buy-back scheme, Aboriginal reconciliation, the
republic question, the petty redistribution consequences of tax reform, and
East Timor Major economic issucs are given litle atiention. The Australian
Labor Party, which once ook a reformist lead afier defeating the reactionary
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Fraser administration, now seems bent on becoming interventionist and
reactionary, It has committed jtsell 1o labour market regulations, whose
transparent aim is 10 mise union membership, and 10 opposing the tax and
welfare reforms that global competitivencss demands
The voloes calling for renewed protectionism and selective industry subsidlics
are again becoming louder. Imporant segments in the conservative coalition,
especially in the National Party, advocate populist solutions and short-termise
remedies, obviously unaware of thels deleterious long-term side effecs. More
generally, the trend has been wowarnds much outcome-specific legislative activism,
often at the behest of a well-organised interest group. Theere s much kneejerk’
and lowest common denominator’ legislation. When some problem or scare
makes headlines, activist politicians rescl by pushing through legislation 10
solve the problem, b they give lile thought to long-term side effects. An
example is sexual harassment legislation, in which well-meaning external
institutions were grafted onto long-existing internal nules against harassment
The legislation, however, crowded out the iaditional restrints of proper
There is lintke interest in shaping simpler and more general rules that ondinary
citigens can understand. Admittedly, the rules of macroeconomic policy have
been improved, and microeconomic reforms have improved competition among
ststes and public corporations. Neventheless, contradictory and detailed
legislation has proliferated Hardly anvone in the Commonwealth parfiament
ar the exccutive seems perturbed about the proliferation of legislated
interventions in private life. Where ordinary people once solved their conflicts
and problems by commonsense and with the help of private law, public law is
takityg over. During the 1990s alone, the Commonwealth parliament inflicted
mone than 40 000 pages of new legislation on the people whose interests they
pretend 10 represent. This was more than the comulative aggregate from 1901
o 1990 (Instiute of Public Affairs 20000 The beneficlanes are the lawyers,
counsellors, administrators, arbitrators, commissioners, commissars and
. Bul the trend hurs citizens. Politicians should not be surprised
that citizens and businesspeople resent growing compliance costs and form-
filling. Few people see the atmction in having 1o file four tax retums o yoar.
The political atmosphere has not become more favourable o productivity
improvements by competitive private and collective action. Time and again in
history, productivity growth has been hampered by populist and anti-rational
trends, as are now becoming evident in Australia 100, Aboriginal policies are
based on recently fabricated ‘traditions’, such as South Australia’s secrel women's
business. Costly burdens and restraints are imposed on industry and citizens
on the basis of unproven ecological assumptions and fears. International fads
that have no proven bearing on national conditions are being championed by
S5iPs. Yielding o mere instincts, gut feelings and neo-Romanticism by abandoning
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calm mtionality and logical analysis of proven facts and being swayed by
emotional pressure groups with selfish and narmow obsectives is a surclise way
> ensure poar economic and social outcomes for everyone. The oppositionism
and spreading scepticism that many SIPs represent will make mtional policy
formulation and implementation more difficult

Palitical suppont is needed for non-discrimination, equality before the law,
and the abolition of much interventionist legistation and regulation. The moral
advantages ol this approach necds 10 be spelled out anew, forcefully and
convincingly. Such policies need 1o be shown as effective in eradicating poverty
and enhancing people’s life opportunities. Governments, 0 be convincing
and consistent, will have 10 abandon interventionism on behall of their typical
clicnts. On ‘the Right', these are big industry and many long protected
professions. On the “Left’, these are arganised labour, the welfare lobbies and
muany public employees.

The crucial point about equulity before the law and economic freedom
cannot be made clearly unless the political grammar distinguishes between
income distribution and ‘relative poverty', on the one hand, and poverty
meisured in shsoluie terms on the other. There will always be some who have
fess income and wealth than others, in other words who are relatively poor. A
dynamic economy inevitably favours one group or the other, If internet
millionaires, successful industrial innovators and new-economy regions 2oom
ahead and enjoy high market rewards, this automatically fesds to 9 notional
‘deterionation” of relative income distribution, Such successes must not be
allowed 1o evoke cries of ‘the poor getting poorer while the rich are getting
nicher’. This whole approach is based on envy and is totally mistaken if ane
applies individual humane standards. As some get richer, others do not get
poorer in absoluie terms. Moreover, the newly rich spend thelr incomes on
goods and services, This gives the less well-off new job opportunities, as is
now reflected in the bungeoning number of well-paid service-sector jobs and
srmall enterprises. Those who watch statistics of relative income distribwtion
and advocate remedial acuon on that basis surely do not intend 10 diminish
the life opporunities of the alen, the successful and the forunate and reduce
overall economic growth!

Folitickans and publicists who exploit the politics of envy deserve o be
castigated by public opinion. Governments should confine their effons to lighting
absalute poverty. Only then can palitical action solve social problems.

A further difficull intellectual change is needed. As tax resources available
for redestribution dry up, boldness will be required o speak of behavioel
poverty”. It will be necessary 10 identify types of harmful individual choices
that are likely to resull in penury, such as dropping out of school carly,
dishonesty, gambling, and drug wking. In the present climate of political
cormeciness, it will ke courageous community leaders 1o amgue that such
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voluntary chodces do not justify unconditional sutomatic compensation via
handouts of wx money. Remedial sction and personal effort should be
demanded as u precondition for (time-limited) income sulsidies,

It is extremely doubtful whether public administratons know enough 0
diagnose behavioral poverty, and whether the palitical will is there 1o enforce
the appropriate rules 1o curb it. The needed change in policy would perhaps
standl a better chance if wellare were devolved 10 local government level In
this way, the resources for welfare subsidies could be mised at least panly
from local micpayers. Or competing priviate charities who radse funds from tax-
deductible donations could be entrusted with the task Taxpayers could then
be given ‘charity vouchers that they allocate through an agency for an approved
purpose aof thelr own choosing” The Information revolution makes such
experiments feasible. Poventy alleviation could then shift from mindless
indiscriminate handous w o real Jegup 1o 3 bemter life.

Shorter time horkzons and (the foous on romantic and/ or opportunistic political
tactics have a further deleterious comsequence: policy inconsistencies build up
over time, preparing the ground for social conllict. Policymaking should be
focussed on cultivating citizen- and emerprise-friendly ground rules, not on
specific outcomes and redistribution. Policy design should start by asking where
we want to be in 25 years, so that attention s paid to obstacles and contradictions
as soon as they arise. Conflicts could then be avened before they come 10 a
head, as they can ofien be resolved spontaneously and without political
titervenithm. This demands political leaders who have the imagination and
ntellect 1o focus on the big plcture and public servants who think long-lerm.
Given the instinmtional set-up of the Australian polity, there is linle incentive
for such a far-sighted outlook. Citizens remain resigned and sceptical, if not
cynical, and assume that politics will always have 1o be shoraermist, reactive,
interventionst and confrontationist

As a resull we now observe the development of costly long-lerm
inconsistencies that bear the seeds of a repetition of the 1970s and a decay of
the simple ye1 effective rule system of econome coordination. The government
s making commitments 1o anti-growth groups, such as the Greens and sxclal
welfare growups, that will at some future time emactate the economy. Resources
for nature conservation and social welfare consegquently beonme shom. Many
an organised interest group angues for positions that will lead 1o a backlash,

For example, a popular backlash against aggressive Aborginal activism and
the more radical Green positions has 1o be anticlpated. Such backlashes, when
they come, are rarely constructive, as the rise of xenophobia and
extraparliamentary radicalism in Furope and elsewhere demonsirates.
Inconsidencies are also being introduced through echnological change. Many
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in public life still behave as if the power and wisdom of govermnmem were
unlimited, althcuigh the Internet s already reducing the s power. How afien
do ‘spokespersons’ demand problem solutions from governments when in
reality only their own inittatives and small-group cooperation can remedy the

The advantages of privale over colleciive action and of civil society over
politics are not readily acoepitexd in this country. After a contury of heavy reliance
on government, the experience of life in o closed economy, the unremitting
public education in schools and the media about the omnipotence of
governmend, the tum o a more individualistic competitive ethos will not come

casily.
Communitarianism, Social Contracts, Third Woys and Other Diversions

Many observers have realised that big government, the nationalised welfare
burcaucracy and other centralised devices to obtiin targeted oulcomes have
failed. The aspiration (o & ‘Great Society’—to use the slogan from the Kennedy-
Johnson era in the United States—or 1o the posi-war Fablan, social democratic
dream has proven unrealistic. Such schemes are now the pipedreams of an
clite. The rising level of general education has made more and more ondinary
people the world over scepiical of big government. Witness for example the
popular response to the elile-promoted ‘republic saue’, the political promotion
of GST fears in Australia or the ‘millennium bug scare’ worddwide. The popular
media are full of food, safety, and environmental scares, many put out by self-
serving interesl groups. Politicians still seem (o react 1o such stories, but ondinary
citizens barely respond anymore. The population has reached its cognitive
lirnits for the ever-changing Issues and concerns promoted by the media and
policy elites. This reaction s a cear sign of general ‘overgovernance’.

Traditional social democrats and the many people who made collectivist
solutions their life’s carcer, are now severely challenged. Most social democrats
did not want 1o join the collapse of 1otalitarian socialism after 1989, They kept
clinging to innate reservations against individualist and nile-based solutions.
They are trying 1o find 3 third way'. It Is not always clear what the promoters
of the “third way' have in mind, but they seem 10 be drawing on longstanding
European traditions of communitanianism and the concept of a “social contract’.
They now want o promote collective action and op-down coordination—
coupled with as little coercion as possible—at the local community rther than
national level (Latham 1997), Nevenheless, they frequently argue for public
ownership and fail 1 1ell vs why outright private ownership and competitive
supply ame not preferabie.

Compared 1o the grand design of an all-encompassing social democratic
welfare state, this approach has much 10 recommend it. Many institutions work
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best when cultivated and shared at the local level, where information about
specific circumstances is dch and where the incentives 1o act for the benefit of
citizens are strongest. As the domain of collective action is shrunk and
decentralised, local communities are bound 1o discover that action with external
benefits for the nelghbourhood also generates benefits that can be captured
bocally. Thus, 3 community that cultivates local public and private amenities—
such as parks, clean streets, safe living conditions, culiural facilities, honesty,
punctuality, spontanecus rule compliance. and the like—is bound 10 discover
that this will, sooner or later. raise local real estte values and improve bocal
business conditions. Many a region has prospered thanks to such local facilities
anl informal institutions (Ostrom 1990, Putnam 19941,

Shared intangible and tangible ‘social capital’ do not, however, need 0 be
directed from the top down, nor is there always a need for tax subsidies,
Living conditions in Australia could be greatly enhanced by more reliance on
voluntarism and a vigorous civil sociery that owes the state nothing. Clubs,
churches and other private associations can do much o promote these
community assets. They are able 10 draw aot only on the linancial contributions
from the members, but also on the members' dedication, skills and personal
perworks, Community recognition—at times even involving informal shaming
of notorious free-riders—will often be a more effective reward than payment.
Governments have crowded oul many voluntary associations over the past
genermation. The welfare state has reduced voluntary charity. Government-funded
‘recreation and education officers’ have usurped the maintenance of tracks
and parks from boy scouts and school groups. Local hospitals are now managed
by far-away buresucracies, The conditions of community life familiar 10 and
appreciated by many Australians—in particular in rural communities—~{or most
of the last 200 years have thus been usuped by distant buresucracies,

What governments should do is ensure that services meet stipulated heakih,
safety and environmental standards, and that no citizen is denied access by
discriminaticn. For example, local dubs and associations of volunteers can be
chanered 10 run schools, cultural centres, hospitals and employment exchanges.
Care must be taken 1o prevent the creation of private monopolies, which would
often be as objectionable economically and socially as public sector monopolies.
This will require the enforcement of competitive standards by a supervisory
arm of government. It will cemainly require that office holders abstain from
granting exclusive licenses or from intervening directly and in preferential
ways, Experience has shown that voluntary groups are easily “‘crowded out” by
tax-funded activism,

Advocates of the ‘third way' and communitarians tend to go beyond this, Al
least in this author's reading of the communitarian and ‘thind way' literature,
one normally finds cautiously disguised elements of coercion and elitism as
well as residuals of politically protecied monopalisation. Many politicians who
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promote “civil soclety’ do not refer 1o the “eivil society’ that John Locke (1632-
1704) had in mind when he coined the phrise. He and the fathers of the US
Constitution saw civil society as o community of sell-motivated, free citizens
whose will had 10 be respected by government. They saw civil society as a
spontancous noo-palitical order. The current political fashion, by contrast, is
1o redefine civil sociery as an amay of private associations and groupings who
work under government direction and who are pant of a ‘third way” collective
order. In such cases, coordination does not rely on sutonomous competing
chubs and associations, which members can join or leave. Instead, tax-financed
public sector administrators ane the ultimate arbiters of what collective problems
are 1o be addressed. Privare autonomy and decentralised decisionmaking are
limited in favour of elite-driven solutions, preferably with the valuntary
contributions of well-meining people. In Briain, ‘thisd way' thetoric and
sloganeering has now been recognised as a disguise for the elitist and centralised
nature of the new ‘socialism in communitarian clothes”

Another code word for the new soft collectivism is the notion of
sukeholders’. This is based on a vision of society as a purely political affais,
where all interactions are negotiated by all concerned and where nothing is
left to compliance with rules and the spontaneous interaction in markets. 11,
for example, ‘stakeholders’ were 10 determine the business of 4 corporation,
there would be endless bangaining and politicking amongst stakeholder groups—
the capital owners, the workers, the suppliers, the customens, and management,
In pracuce, ‘stakeholder management relies on clites who do the
and who will often have linle incentive 1o reach an accord. Such companies
are bound 1 lose out 1o competitors who are guided by simpler management
mwmmmmmﬂynmmw.

A related “thind way” concepe is the notion that companies have 1o observe
not only the capitalist bottom line of a profit, bt also ‘other bottom lines'
crvironmental impact, labour sandards, ethnic equality etc, The staightforsand
and time-tested model of management for profic within given institutional seftings
will, in the Jong run, lead 10 2 benter utilisation of knowledge and better
coordination, Le. 1o superior economic growth rates. Greater wealth can then,
iy purmn, assist with the: promcton of other objectives (see Conclusion ), Beginning
by imposing constrainis with varying degrees of coercion and reliance on
iroup bargaining puts the can before the home.

Collective negotiations and actions are often justified by the notion that all
citizens in a community have concluded a “social contract’ with the ruler or
ruling class. The idea onginated with Jean Jacques Rousseaw. It was conceived
at a time when autocratic and hereditary rulers anll existed or were ot beast a
recent memory. Rousseau's concept of the 'social contract’ has been used 10
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with age. The Swedish cconomist Kot Wicksell revived and modified the
concept 10 explain the exisience of the stuie. More recently, it has anfaced in
important segments of the “public choice” llersture being used by otherwise
liberal thinkers (o limit the mdical conclusions that flow from the logic of
libertartans and individualists (Kasper-Streit 1998 334-37),

Has there ever been such a thing as a ‘social contract™ Can there be? Our
children and grandchildren have cemtainly been born free. They have never
signed a contract with anyone to shoulder future obligaions, for example o
pay the unfunded pensions of the baby boomers or even 10 obey a wrinen or
unwritten constitutien that they have never sighted. A contract s typlcally a
murually binding but voluntary agreement between consenting parties. The
concept of ‘contractaranism’ should not be allowed to hijack this meaning.
Rather, a constitution that underpins the interactions of all members of the
community should be understood as a collection of time-tested and high-level
rules that give the community confidence and continuity (Hayek 1960,
Ordeshook 19921, The acoeptance of a constitution derfves from the insight
that free people accept cerain obligations and consiraints s that they can

. The Roman orator and junst Cicero put it well when be said: "we are
the servants of the law, so that we can be (ree’

Parliamaent and Administration: the Cifizens’ Agents or Their Masters?

The British parliamentary tadition, on which Australian elecionl democracy is
hased, emenged as a counterwetght w0 powerful lords and rubers. Their asplrations
and the taxes to fund them were constrained by assemblics of elected
representatives who acted as the agents of growing numbers ol laxpayers.
Power was thus divided berween the rulers and the people. The division of
powers was enhanced further when the right w adjudicate in dispates becume
independent of the rulers and an independent judiciary evolved.

Since those early beginnings much has changed. With the creation of the
Westminster systomn and the formation of organised political parties in the carly
Ith century, the excoutive power came into the hands of electied mulers who
rrpruer:lﬂdanuhtrplﬂr or coalition of parties. in pariament. Members of

the parliamentary majornity were increaingly coerced 10 adhere w pany
discipline. Parhamentary majorities thus gained massive though temporary
political power. As monarchs became constinmional figureheads, the classical
division of power between the executive government and the parismentary
majority fell by the wayside

In the British system of government, power is unduly concentrated in the
hands of the elected pardiamentary majonity and government. If the majonty of
the day sets out 10 overturn the fundamental ground mubes on which people
rely to coordinate their daily acuvities, there are relatively few constitutional
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anchors 10 prevent this. In practice, fundamental decisions are made by slim
majoritics on 4 committee nommully staffed by parliamentanans with a strong
interest in the matter 2t hand. In reality this frequently means that the particular
interest of an organised Jobby group will determine the content of legislation.
Party discipline will subsequently ensure that the legislation is sdopted by the
plenary session. Given the hectic schedule of present day parliaments, few will
ask how new legislation affects the majority of citizens. The press gallery,
which depends on the benevolence of the government. is likely 1 remain
sthent. Legislation is thus increasingly biased in the direction of organised interest
groups. Long-term common interests are rarely biken into account.

Some Westminsier-style democracies have bicameral systems that are meant
1 work as independent reglonally-based or class-based counterwelghts, But
in most circumstances the party sysiem has made regional representation rather
illusory. In Australia, the central government's powers are sometimes held in
check by the Sutes, but Ste independence has been eroded over time. The
States willingly shed the opprobrium of having to raise wxes and thus become
more and more dependent on Fedenally designed and collected taxes. The
latest step in the process of abandoning Saie tax independence was taken
with the formula-shanng of the Goods and Services Tax in 1999, Less assertive
State policies are bound to follow. With the emasculation of State's rights, it is
not surprising that many now argue for the elimination of this second level of
BOVErnment.

Ogher parlamentary traditions work with more formal written constitutions,
watched over by strong-minded constinmional courts and independently elected
presidents. Some regimes temper the powers of pariamentary majorities by
popular and citizen-initiated referenda and other devices that make it Jess easy
for the mujority of the day 10 a0 opporunistically. These control devices reduce
the likelihood that power will cormupt the pariament. This has become more
likely as the public realises that is powerless to affect legislation. There s
therefore nomually litthe interest in incumng the costs of informaton abow
legislation and administration. Thus, the public remains in ‘rational ignorance’.

S0 what began a3 a representation of the citizens against powerful rulers by
assembilies that fought for individual liberties has in practice become an enemy
of individual freedom and social Pexibility. Every time the pardiament sits,
inditvidhual liberties and private propeny are arguably under threat.

In Australia, the emasculation of people’s freedom by gradual and silent
encoachmenis of which James Madison wamed in 1788 (see quote at the
head of this Chapter), has progressed a long way. Government often behave
as if they were the masters. Meanwhile citizens are increasingly being treated
as the servants of government and their powerful dient groups. The perversion
of the principal-agent relationship in Australia is expressed nowhere more
clearly than in the sell-serving legislation that forces us, the cltirens, 10 attend
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elections. A truly free vote comprises the freedom not 1o bother about voting.
The punitive coercion to attend the ballot signals 1o all citizens who the master
is. In extreme cases, the role reversal is fought by the citizens, such as in the
mmmammmmﬁmmmwm
of kentity cards, but popular reseniment prevailed.

Demexcracy has thus degenerated due 10 government domination and interest-
group politics in all mamre democracies. The result is that parliaments, ministers
and officials are now widely held in contempt. Much triumphalist propaganda
is heard about the advances of democracy around the wordd. But progress in
the substance of democracy, and the freedoms it ks meant O protect, is not so
clear.

The growing alienation of voters is serious, because the very stability of the
peditical system depends on the acceptance and legitimacy of parliament and
government in the eves of the dtizens. If unchecked, growing political alienation
could become a major challenge to democratic life, in panticular should a
faltering economy straln soctal cobesion. A refuvenation of Australian democracy,
a hundred years after Federation, is therefore an imponant challenge, Such a
priocity tisk must not be tied 1o an issue of secondary imponance, such as the
republic. Constitutional reform needs 10 be debated with reference o widely
shared values such as the freedom 10 pursue our own objectives, security of
that freedom in the future, intermal peace and harmony, justice in the sense
that the same rules apply to like cases, and equity in the sense thar we all

deserve reasonably equal starting opportunities.
Con o Kondratieff Downturn Be Avoided?

Ome question remains to be answered: can Australians sidestep a downturn in
the global economy in the coming generation® Both Karl Marx and Joseph
Schumpeter (1947, who thought profoundly about the connection between a
capitalist democratic society and sustained prosperity, concluded that economic
stagnation would eventually be terminal for the reasons discussed i this chapier.

They have been proven wrong time and time again. Social sysiems arc
capable of rejuvenation and can overcome the tendencies 1o entropy. Periods
of institutional sclerosis and rigidity in the face of changing circumstances
have, with painful time kags, been followed by institutional, organisational and
economic innovation. If there is a history lesson in all of this, it is that economic
downturns eventually tngger antidotes 10 overcome ngidification. political rent-
creation, distribution conflicts and political power games. These antidotes have
invariably been found where people enjoyed economic and other freedoms so
that what we called the “Eric Jones effect’ (see p. xix) can work. Where people
were able to transact business in free markets and where they could have the
confidence that they would be able 10 keep the fruits of their efforts, economies
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have soon re-emenged with renewed growth accelerations. The more economic
freedom citizens are able 1o enjoy, the fuster and more pervasive the croative
responses to the challenges 1o prosperity will be. This is why economic freedaom
needs 1o be cultivated and why governments must in future et as support
organisations for competing citizens.

The history of Kondratiefl waves makes it more likely that the carly decades
of the new century will witness a tumarcund in the currenily fast economic
gowth, Easy prosperity fosters instinational shifts that lead 1o politieal and
cronomic sclerosis (Kindleberger 1969 But there is nothing mechanical or
inevitable about this. We now have sufficient understanding of the big patiern
of interuction between institutional evolution and economic growth 1o know
that interventionism and lesser economic freedom impede growth, and vice
versa. It would be genuine social and political progress il that understanding
mmmﬁmmmmmmadﬁm
crisis of capitalism until reforms are implemented.

A major task ahead for the Australian community —and a task that deserves
the best political and jurisprudential effons—will be to refuvenite democracy
and governance in ways that empower the citizens (Brenman & Hamlin 1997,
We can anly point 10 the problem; we cannot assess the likelihood of this
important insight becoming a guiding mfluence over Australian public policy

Taken on thewr own, none of the above challenges alone will cause a
tumaround from fast 1o dissppointing growth. It is thelr cumulative effect and
mutual reinforcement that produce the trend breaks that surprise imvestors and
that tum ‘golden ems’ such as the 19608 in1o ‘decades of woe', such as the
19708



CHAPTER 4
Policies for Economic Freedom

Froedom is that Baculty which enlamgos the
uscfulness of all other faculties”,

Trumane] Kamt, Leviares, 1779

thire bave eamied, @ every age and cvery couniry,
wrs dlistinict oeders of men — the lovers of freedom
and the devoied] sdvoceies of power’

Relser Y. Havne, Speech 0 the LS Senate, 21 Jangary 1827

A. Governance and Economic Freedom
Prepare While the Sun Shines

Investing in freedom while the economy is Mlounshing s the best way 10
saleguard future prosperity. But bere s the rubx: when the economy is growing,
few see the necessity and mom dismiss warmnings about whar might follow
Thuss, problems are not diignosed in enough time and remedies 10 amelionite
the trauma and disappointments of an cconomic slowdown are only belatedly

Figuratively speaking. there is 3 great temptation to act like the crickets do
tio fiddle away all summer, denying that a winter might be approaching. The
alternative strategy is the approach of the bees: to prepare for the cold while
the sun shines. Switching from carefree cricket-like enjoyment of the cument
upwave o the more arduous atitudes of the bees will save the Australian
commuinity much pain later.

This will requite a strategic reappratsal of the unwritien and wrilten nules
that make up Australia’s poliical and ecomomic constination. It i a century
since Federation. A debate about constinutional fundamentals has been boegun,
albeit as an add-on 1o the republic debate of the lale 1990+, when a
was pul 10 the people in a politician-initated referendum. Observers have
argued for reflection on the constitution, and for fiting it and the role of the
highest authorities into the mould of an open information society. tn a dynamic
world where demographic, economic and political ciroumstances change, we
need a set of reliable and explich ground rules that nspire trust in the
fundamental settings, but expedite adjustment of the more specific instinutions.
This s the very function of a good constitution, Developing one that meets
these criteria now would stand the community in good stead in the 21st century.

™
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Demands for a comprehensive overhanl and modemisation of the Federal
constitution are unlikely 1o go away. The owners of internationally mobile
knowledge and capital will in future not bother with complicated constinutional
rubes or wall for case-by-case decisions. The present constitution does not it
well with the requirements of the developing rivalry among jurisdictions. At
present, we are living not only by the often excessively detailed wrinen
Constitution of 1901, but by numerous unwritten fundamental rules that go
back to Magna Carta and beyond, as well as precepts of namural law and the
shared raditions of Anglo-Saxon constitutional law (Walker 1993, Ratnapala
1993, 1999-2000). The system has, by and large, served Australians well. But
greater inlemational exposure, faster lechnical, soctal and economic change,
and a recent tendency on the pant of activist High Coun judges 1o engineer and
impose autcomes, rather than simply culivating and applying the law, will
sponer of laver force s 1o revisit the constilutional question (Craven 1997),

Whatever the circumstances this will be a major exercise, If it is 1o be
worthwhile, it must begin with the question of how the fundamental values 10
which all Austrulians aspire—such as security, freedom, justice, peace, equity
and economic welfare—can best be attained. It must be based on a fresh
discussion ghout the appropriate delineation of the border berween protected
private action and public collective action.

The purpose aof this Chapter is 10 caution agsins complacency thar all
necessary reforms have been done and that the good times will keep rolling
on. It also contributes a few ideas 1o 2 forward-looking, comprehensive review
of the ground rules thar Australian society shares, mainly from the viewpoint
of economic welfare.

Individualism, Compefition ond Enterprise in the Open Economy

Australia’s belated bur fairly successful adapeation 10 the new opportunities
and requirements of a more open economy was made easier by an excellent
resource endowment, ethnic diversity and refative youth as well as its location
in the dynamic Wes: Pacific region and its institutional traditions of tolemnce,
commansense, political participation, compromise and social stability. Time-
tested and shared rules of informal social conduct, coupled with the commitment
o constitutional government and the rule of law, have been valmble assets
duning the immense economic transition of the past 25 years. Most of these
conditions are so widely accepted that they are ofien taken for granted

The reforms of the past 25 years have in imponant respects enhanced
fundamental economic instintions, such as private propeny rights and the
freedom of contract. In many respects, however, Australians still have o live
with a rather defective set of economic liberties. The interventionist traditions

of the first three-quaners of the century after Federation linger. They have
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conditioned the population 1o tolerate rather restrictive political Hmitations on
their economic freedom, for example in their work places. As the economy
becomes more sophisticated and the competition hots up, popular tolerance
for political interventions will erode.

This has already happened in the agricultural and mining industries that
once upon a time tolerated tariffs. They attacked the pratectionists in industry
and politics when faced with fiercer global competition in their industries in
the 1970s. The new manufacturing and service industries that compete
internationally ane now demanding more comprehensive and reliable economic
liberties, More and more Australians will want 1o use this country as 4 platform
to compete internationally.

The open-ended and unprediciable evolution of economic opporfunities
and contingencies—maost of them specific o time and place—requires prompt,
decentrulised and innovative responses by sell-responsible individuals and
teams, Ponderous and prescriptive collective action simply handicaps those
out 1o catch fleeting opporumnities in world markets. When the present economic
ticke turns, guick responses by free citizens and firms will be the best safeguard
against a cumulative downiurmn. They alone are in a2 position o ensure what
economists call elastic responses of supply and demand.

In Australia, a5 in most other parts of the world, a collectivist tide ran from
the late 19th century 1o the 1970s. Government mushroomed as never before
in human history. The after effects are atill ingering, desplte privatisation and
deregulation. Morcover, collectivist controllers could reassen themselves when
the going gets tough. Neither major political pany in Australia now seems as
committed to free market reform and openness as they were in the eardy 1980s,
and many opinion leadens appear 1o consider the economic reform agenda as
perssé But Australia's ‘economic constitution’ is not yet comimitted to the principle
of individual freedom. The liberal regime in financial and product markets is
not matched by similady free sub-orders in labour markets. Many parts of the
public sector are il atuned 1o the competitive advantage of free and open
global products, capital and knowledge. Constitutional consistency is essential
to making Australia an anractive place for productive capital, technical
knowledge, high organisational skills and enterprise. Only if this country is
highly attractive 1o these internationally mobile production facors will the
local owners of labour, skills and land thrive. Only then will government
administratioms be able o collect the revenue necessany 1o mect their essential
tusks

All grear historie transitions cause confusion. Traditional lubels and
associations lose some of their meaning. Thus, the taditional identification of
progressive reform with ‘the Left’, which began with the first French parliament
at the beginning of the French revolution, and the conservative-reacticonary
defenders of existing institutions with 'the Right' has become meaningless, if
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not misleacling Nowadays, collectivists who want 1o undo privatisation and
re-regulate markets are the resctionaries. Progressive palicies wim at deregulation
and the shonng up of individual liberty. They have 10 contend with reactionaries
on the Right and the Lelt. To unscramble the terminology is therefore an
importani first step in introducing clear thinking into the public debare. And 1o
unscramble the traditional political parties may be a second siep, The
empersernent of the individual through the information revalution, and the
evolution of the workforoe from a mass of poorly-skilled process workers into
citizens with skills and individual aspirations indicates 3 progression from
cocroive collecivism 1o more self-responsibility and voluntary action. Those
with an individualist vision and with a preference for civil society therefore
deserve 10 be designated as the progressive foroes.

Great transitions also mise transuction cosis. About half of all cosis of
producing and distributing the national product are nowadays coondination
costs, that {s transaction costs in markets and coordinution costs within businesses
and oaher organisations. Mareover, the share of the ‘transaction services sector’
is rising mpidly. The costs of exploring and testing new opportunities, finding
parntners, and negotiating and credibly enforcing contracts are of particular
mportance in the new “e-economy’, the knowledge ndustries and
traded services. The international competitiveness of jobs located in Australia
will therefore depend increasingly on low coordination costs. This in tum
depends on simple and effective institutions. A comprehensive review of
Austraha’s regulatory system therefore seems urgent. The sooner this massive
task is tackled, the bener

A ruggedly ndividualistic and responsive Australian society will require
much less wleration of discrimination and those privileges which elected
legislatures habitually dish out o well-conpected or vocal interest groups. The
siherit majority has long put up with such political schemes, because volers
wcur high costs 1o sy informed and feel impotent 10 change things. What
some consider 10 be tolerance is in reality ‘rathonal ignorance” and apathy. The
long-term consequences of such popular attitudes to collective sition are poor
politics. a poordy run economy and growing encroachments on individual
liberties. Individual citizens will need the courage 1 stand up 10 opinion-
making inlerest groups and 10 oppose blatant group egotism.

Until recently, for example, clecied pardiaments pervened the free trade
rule within the Commonwealth (Section 92 of the Constinution) by granting
milk producers in less productive States protection from competition by
producers in States with more [avourable natural conditions and better

management. Dalry farmem, naive enough 10 belleve that the govermments’
breaches of the internal free trade rule would lust forever, bought milk quotas,
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which became expensive because the restriction of a free market generated
high rents. The public and the media ought 10 have castgated such favouritism
as an unconstitutional misdeed! When at lang kast in 2000 the internal trade in
milk was liberalised, consumers and political leaders should have derided the
selfish rearguand action of politicians who offered subsidies 1o milk producers.

Political opportunists who represent selfish interests of the lobbies shoubd
be exposed mercilessly, because they conspire 1o undermine the egquality of
all before the law. No judiclal sophistry should be allowed 10 detract from a
proper understanding of fimst-best principles. Despite deregulation, the main
activity of Australian pardiamentarians is still 1o allot privileges and interventions
fewr an industry or interest group. The elected representatives of the people
thus weaken privite property rights, effective markets and principles of justice
(Chapier 33 In future, such political meddling will inflict more immedinte costs
in perms of employment and growth,

The big question is who will reform politics and the lan® Citizens have w
rely on the legislature to rein in the opporunism of the legmslators, and on the
courts 1o constrain the couwts’ interference in free markets. This conundnum
cannod simply be dismissed with wlk of politics being the an of the possible or
hopes that politics can go on manoeuvening through interest group conflicts. If
rational analysis and insight fail o motivate reforms, trasmatic events muy well
oceur which nim today’s unthnkabic neforms into the next generation’s political
necessity.

Economic freedom is a difficult task for policymakers nowadays. Freedom
always needs 10 be constrained through universal and credibly enforeed
institutions, lest liberty become Boense and conflicts muliiply. Unfomunaely,
concepts such as ‘enforcement’. ‘rule-bound behaviour', ‘constraint’, and “seli-
responsibility” are nol popular in the post-modernist, endlessly olerant climare
of the stan of the 218t century. Many resent any form of constraint and they
rejent universally binding institutions.

Political leaders who want to be popular therefore often shy away from
imposing binding institutions. Many crimes against property and other rule
mfringements are dismissed, and ‘Fero wlerance policies’ are under popular
political attack. Populist politicians often prefer 1o yield 1o claims, pretending
there are no mutual obligations. This s, for example, bevoming evideni in the
debate abour unemployment payments and obligations of job seekers 10
underake job searches or panicipate in work-forthe-dole scheres, Many
politicians speak in terms of 4 nght 10 the dobe, and display public outrage
about the unemployved's obligations w find work. Such a populist approach 1o
policymaking promotes the rube of interest groups and leads 1o the decay of
free society, Indecd, populist illusions have been a frequent cause of the secular



Welfgang Kaiper

decline of socketics, and episodes of social decline may serve 2 salutary substitute
for direct expenence.

In the immediate fowre, powerful stimull for consistent legislative and
regulatory reform and instiutional simplification are bound 1o come from without
(Enc Jones effect). lnvestors and gified people who leave this country and
negative unsustainable trade balances would probably trigger recognition among
the voting public and among politicians, judges and officials that Ausiralia’s
institutional regime needs a thorough overhaul, that constinutional and law
reforms are needed o smplify the rule system, and that soclery's internal
mstitutions have 10 become more competition-friendly. If political entreprenecurns
develop programmes for the next wave of reform and the public gives them
suppornt, much traumes—aormally the most powerful stioulus for reform—aan
still be avoidhed.

In a competitive and just society, people with wealth are expecied to reinvest
their wealth—time and again—in the risky search for innovations. Without this
obligation the capitalis market economy would not remain populardy scoeptable.
Nothing tums public opinion more against capitalism than rich citlzens secking
political protection from competition. Politicians who indulge individual
capitalists as well as industry and union lobbies by offering privileged protection
from competition should be exposed. *

A Reassessment of the Role of Government

This concept of economic and political life and the analysis of the challenges
ahead in Chapter 3 suggest that the role of government should be assessed
afresh in Australia. The dramatic changes in the world should make us wary of
models of governance that were inherited from the fairly closed nation state of
the past. A hundred years ago, government adminisirations were able o rely
on stable conditions and exent a considerable measure of control. The nation
state and a high degree of socialisation of propeny were favoured by the
emerging technologies of that ume. Rail, welegrph, wlephone and electric
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power supply systems made it advantageous 1o organise centralised networks.

Measuring technologles were primitive. It was often impossible 10 measure the

private use of public domain infrastructures, such as roads, Many infrastructures

were therefore finanoed and run by publicly owned enterprises. Capital markets

were thin, so that many saw an advanuige in governments (inancing the
new networks of the modern age by taxes and public debt.

This growing role of government was often seen as an ‘iron law of history”
More recently, however, technological progress has had a decentralising
influence: the radio spectrum can now be split, so that competing
communications networks are feasible. Competing electriclty generators can
offer their supplies in frequent auctions over a shared grid. Road use can be
meeasured through tansponders, so that open-access roads can be buill and
operuted privately, ™ Private capital markets have now the capacity to finance
huge infrastructure projects. In the past, much of the productive function of
government was monopolised and therefore exposed 10 capture by public
sector managers and omganised labour. As happens so ofien the agents became
the principals. In most public utilities the quality of service and innovation
deteriorated. and public ownership became a budger lability. Linle wonder
that even Marxists began 1o sell off collective propenty and Fabians began o
go down the third way! In the process, the entire role of collective sction has
come up for re-examination,

The dmmatic incredse in openness 10 the world, technical changes and the
unimagined increase in the complexity of the division of lsbour also made
central political guidanoe and intervention bess and less useful, if not detrimental
Intervention in o market requires lforeknowledge of all the side effects, which
no one can have. Today's intervention is likely to be tomomow's obstacle 1o
economic advance. Outcome-spedlic government actions should therefore be
shandoned in favour of promulgating, fostering and enforcing simple and
reliable mules ™

The advantage of rule-based governance will increase over time. People
with money, drive and know-how will be attracted by simple rules that they
can comprehend quickly and with confidence: this influx will improve growth,
Owners of mobile resources are already fleeing 1o political environments where
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outsickers have an equal opporunity and where wbal you know maners, not
who you know. They have learmt thar political privileges are not free. They
mistrust @ style of governunce that relies on privilege oreation. Today's political
privilege may be auned at anmcting them, but next week's polivcal privilege
for sometne else will hun them. Privilege-trading  politicians are likely 1o be
cormupt and will sooner or hiler try 10 extract ‘prolection money’ or olher
kickbacks for polincal favours. More and more multinationals therefore conclude
that it is wiser just 1o stay away from such palitical regimes

Australians have learmt that politicians’ promises, even when formal and
explich, cannct be trusted. Who believes politicians when they promise specific
outcomes? Prime Minister Bob Hawle, for example, was rightly derided when
he promised that "no child will live in poventy by 1990°. The sume response
was camed by Prime Minkster Paul Keating when he had future tax cuts legislased
('read my lips®) and Prime Minister jJohn Howard when he formally promised
that the GST tax reforms would not drive up the cost of petrol for the average
motorist. The reason for the prevalent popular cynbcism about political promises
I8 1 sound one: politicians snd advisens can nesther know what specific outoomes
thewr actions will produce, nor do they normally have the means 1o bring about
promised specific outcomes. In a complex ever-changing cconomy, politicians
are therefore well advised 1o desist from detalling specific results and setimg
detailed targets, such as 3 specific growth mte, unemployment number or
income distribution. Collective actlon s much better a1 proseribing cenain
activities that are genemlly considered harmiful—prohibiting thef, lying, fraud,
murder and the like—than ai prescribing specific outcomes

The surveillance and control of individual prices is clearly not possible.
There is great merit in govemments maintaining an authority whose primary
hanction is 1o cultivate rules of gemume competition, Internationally open markets
novwadays do much of that job, Poor competitien among domestic sellers or
buyens ofien triggens intemational competitive panticipation. In these cases,
the cultivation of a competitive cubture only demands that information tavels
freely and that cutside competitors can panicipale on equal lerms. In other
areas of the exonomy, open competition s prevented by transport and

In these areas, the government watchdog—the &Ihtnlhnl:mmm:rlnd
Competition Commission (ACCCl—should invesiigate whether or not
competition fulfils its varous social mles. This s, however, ofien very hand 1o
establish. Nevenheless competition principles need 1o be defended, as
compettion is a precious public good.

Prescribing cenain outoomes in markets and, in particular, determining prices
Is not legitimate. Circumstances change all the time; consequences are
unknowable. Punting the ACCL in charge of punitive price monitonng at the
introduction of the GST and nuling that no price should be raised by more than

L
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100 was asking for trouble. How could prices of a cappuccing be monitored
when the price of colfee, labour, rents, and 3 thousand other costs keep changing
continually? The fixing and enforcing of any one price is a futile, misleading
and dangerous atternpt 4l engineering outcomes. The whole exercise of past-
GST price controls, and pretty much everything else that the ACOC nowadays
atlempts 1o do, amounts 10 govermance by confidence trick. Over the longer
run, this makes the competitive system dysfunctional and deprives citizens of
the freedom of contract.

Australia's well-educated and well-informed population now recognises many
of the confidence tricks of governance and know that most of the thousands
of pleces of legislation and decrees emanating from the capitals cannot be
enforced. Conditions in Australia do not differ much from those in Germany,
where careful empirical estimares showed that. at any one time, government
“authorities’ can at best enforce, by the means of compulsion at their disposal,
3 7% of the legal norms governments decree (Kimminich 1990: 100). By being
too ambitious and 100 vielding to the proliferating interest-group democracy,
governmenis have thus lost most of their real authority. The remedy s 1o
stipulate simple constitutional rules that construin parliaments and

administrations from decreeing 2 proliferation of prescriptions
The Three Funchions of Government: What Will It Cosi®

Governments have three functions: protective, productive and redistributional
(Kasper-Sireit 1998: 203.311)

First and foremont, governmens must protect citizens from attack from within
and without, Protective government is needed not only against opportunistic
fraud, negligence, the use of force and failure 10 keep contracnual undertakings,
bt also agains political privilege mongering and rent-seeking by interest groups.
The protective function of government has historically been enhanced when
rulers clarified and codified the rules, deoneang and enforcing further protective
rules as necessary

The confidence in protective government is enhanced i rulers subject
themselves to nules (nule of lw), Abstract constitutional nules can be laid down
that determine how more specific rules are 1o be changed f necessary
tconstitutional government). Such constitutional riles can only be sdjusted by
special procedures, for example large majorities. This creates continuity and
enhances confidence, The cultivation and enforcement of institutions to protect
the citizen's sphere of autonomy and freedom costs money. Rulers therefore
tax subjects (o meet the agency costs of prtection.

The protective function extends 1o the tasks of law and order, defence and
the cultivation of legal security and contract fulfillment, making recourse 1o
viokence unnecessary. It would seem that this can be done for a temh of a
citizens’ income, as already stipulated in the Bibile.
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Governmenis have assumed manifold productive functions. They often
produce the means of enforcing the law, so as 1o maintain direct control over
the resources used by the courts, the police, the prison sysiem, and the military,
The community has conceded the monopoly of force 10 government, because
most prefer the weapons and the apparatus used by the ‘violence professionals’
to be controlled by government ownership. History has shown repeatedly that
control through the purse sirings of public ownership is a most effective means
aof averting or terminating military coups and of keeping political control over
the police. Private mercenary armies who own and operate their own equipment
have a habit of turning from agents info principals and of becoming vastly
more costly.

The productive function of government has extended far beyond the material
support of the protective function. Over time, governmenis have built up,
owned and run infrastructures and numerous other services. Encmmous political
and buresucratic creativity has gone into finding reasons 1o justify this growing
involvement, but in practice the motivation has been o collect revenue and
mmmmwpﬁmwmwm
outside public or parlamentary scrutiny

mmﬁnhﬁimﬂ:fwmmﬁdﬂﬁm and many
now think twice about using public ownership as an invisible means of
redistribution. Concerns about political favouritism, the sheer inefficiencies of
producing more and more goods and services under central government
administration, and the poor track record of the public sector in innovation
and efficiency have therefore led to periodic waves of pavatisation, most notably
on a massive scale over the past quarter century. Privatisation is now a worldwide

phenomenon.

1t is now widely realised that what matters is not oumership of prodiction
but access to the diversity, quality and effectiveness of public services. Users
do not care where the electricity comes from, us long as no one can exchide
them from access 1o the network. Facilities and amenities can remmain privately
owned if they remain sccesaible and in the public domain. Prohibiting exclusion
from sccess is a mater of negative freedom, Le. ruling oul discrimination.

A separate concern is positive freedom, namely having the material means
1o buy access. Public ownership and control of production is frequently defended
on the grounds that public enterprise can be used for purposes of redistribution,
providing subsidised public services for all. But rechstribution and production
mmﬂl-rhnepmned i there is a political decision 1o distribute rights of
access, people can be endowed with direct subsidies or vouchers that allow
them 1o buy from the competitive market. Then, production can become private
and competitive, offering better efficiency and the discovery potential that
comes with competing. There is, for example, no reason o run public schools
and universities as if they were public administrations if one favours more
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equitable educational staning opportunitics for all”™ The solution lies in the
distribution of school youchers, education loans and scholarships.

Once the productive function of government is seen from this angle, it
becomes apparent just who will defend socialised methods of production and
why. On the one hand, political leaders and lobby groups shun transparent
budget processes that reveal the extent of political redistribution. When
begistatures are committed 10 the big productive functions of government, this
provides a huge comfort zone for public monopoly producers. The high
administrative costs of running a publicly owned and bureaucratically
administered production system of course constitute the Incomes of the

administrators. Public sector monopolies have also frequently been captured
by organised labour or public secior managers. They have taken de faco
control of operations and armanged matters so that they gain high incomes and
comfortable work conditions. As a result, public enterprises are no longer of
use o general revenue. Indeed, they are 1 burden on the budget.

Naturilly, those working in public monopoly enterprises resist privatisation
most vocally. They have the most 1o lose. But the evidence of the benefits of
privatisation is overwhelming. The quality of service is improved, the coms go
down, and innovation tends to become routine. Rather than mass producing
one size fits all, privatised services are milored to the requirements of the
customers. Would any Australian, even out in the Bush, really favour the
recreation of a national telephone monopoly? The telecom experience will
probably pave the way lor future pri

There are many other candidates for privatisation. For example, the railways
are now costing taxpayers heavy subsidies, are often poorly managed and use
outdated equipment and organisational practices. They are publicly owned
and under public sector management only because of the political desire 1©
cross-subsidise wrban commuters with abovecost levies on bulk mansport.
Other candidates are universities, schools, hospitals and public housing. Once
palitical entrepreneurs develop vouchers or similar schemes 10 decouple
production from redistribution, many more state enterprises can be privatised.
In 4 generation, people will probably not understand why fast trains 10 Canberra
and slow triins from Adelaide 10 Darwin should ever have been the
government’s concern, and why transport, power and waste disposal
infrastructures were ever managed by public monopolies.

Government should maintain a few resichial productive functions, for example
in defence. It may even subsidise some production activities f there is 2
consensus 10 do so. We estimate that some 5% of the gross domestic product
coubd be reserved for these

The government function that is most problematic for economic freedom is
the redistributive function It has expanded more than any other over the past

17 Theis wms & commen dweme in The Conare for Indepondent Seusdies” Neey Kl Loesures by shaee prominese
Auseralisn Vier Chancrilar, seprotsnd s Falicy 16 (1) 20-41.
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generation. In Burope, rulers have always had a role in providing residual
emeTgency assistance 1o the destitute. When self-help and networks of Lamily,
friends, local commumnity and voluntary charitable associations failed, the mubers
used 10 provide an ultimate (though Spartan) safety blanket In this respect,
the Fast Astan tradition s different. Sell help, family, friends and voluntary
associstions, such as temples and benevolent associations, are the only wellare
supports. None of the new industrial countrres of East Asia is—or is ever likely
1o be—a welfare state. Australlans therefore compete most closely with
communitics ihat operate with sharper incentives o perform and without the
cost burdens of pervasive socialised welfare. Globalisation will exent growing
pressures on Australia 1o sevisic the redistributional function of government.

The challenge o do so will also come from the emerging crisis of the
welfure state. With about §2500 being transferred by taxaton 10 recipients of
soctal security and welfare for every man, woman and child in Australia, popular
acceptance of the redistributive state s waning. Although the concept of the
welfare state was widely sccepted in the 19%00s and 1970s, the transfers have
ereated a hig lobby grotp of reciplents, as well as sdministrators whose careers
depend on the aumber of clients.

This is not 10 deny Australia’s traditional commitment to mateship and
solicarity. These qualities are s social strength when they are applied at the
personal and the community level However, the abuses of the anonymous
nationalised social welfare system are increasingly worrying voters, Adimitting
that not all poor people can blame bad luck for their condition is mot 10 Hlame
the poot’, but to point (o the need lor remedies for the serious and growing
problem of welfare dependency. Many Australians consider public welfare
handouts a growing infustice 1o those who do not drink, do not abwse simulative
substances, do nol gamble, do not shirk work and who pay their taxes.

Getting central administration out of the production and distribution of
heaith, education and welfare services and into the hands of competing private
producers would benefit those dependent on such support. What matters 1o
thern is that the service is tllored 10 their specific needs. A centrally designed
nationulised service scheme can never offer the greal variety of gualities that
the vulnerble in our socety need.

For example, education is not merely a matter of processing tangeted numbers
of students so that they can pass standandised tests, but o matter of conveying
complex knowledge, values and social norms. This is the reason why so many
Australian families bear the costs of private schooling. Likewise, the inmates of
big public hospitals, which are mun according 1o government and union
regulations, would be much better off if they were in the care of competing
private hospitals. I some hospitals applied the organisational technigques of
competing hotels 10 attraci mone patients, then competition would enhance
the well being of diizens who are at thelr most helpless and vilnerable when
they are hospital patients. State ownership and ceniral administration destroys
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the vanety and quality of service. Producers become monopalists and clienis
i into applicants. In contrast, private propenty and competition have the
potential 1 make the customer the king.

Once the hounce goes out of the current economic growth wave and the
population ages, public wlemtion of redistrituition by government s likely to
decline further. Political entreprencurs may stop merely tinkering with the
system ancd instead wokle i fundamentally. Doing away with the entire welfare
machinery could become a fiscal necessity over the next 25 years. As we saw
in Chapter 2, old-age provision by collective means will prove insufficient
There will be much polibesl pressure 1o imitate those countries whepe savers
have tx-sheliered and portable personal superannuation accounts,

There is a fundamental logical contradiction between the protective and the
redistributive function of govemment. Collective action cannot protect private
propenty rghts and the incentives that Now from economic sucoess while 2
the same time engaging in major confiscation and redistibution of privaie
incormes and wealth, If elected padiaments were 1o make cconomic freedom a
pricrity, affluent people would have o risk their assets time and again incurring
the transacton costs of competing. Such competition would then reallocate
wealth in a process with great benefits for overall wealth crestion. Growth and
full employment would be stimulsted High employment would prove a
powerdul leveller of ncomes and wealth, Competitive economics have rather
even incame distributions, for example Taman, whereas sebeciive government
interventions create differences in wealth and income.

Any fundamental overhanl 10 ne-privatise the responsibality for welfare creates
complicated and drasn-out transition problems. Given past policy armngemeits,
many of the elderly will continue 1o depend on government pensions on the
grounds that they pald high income taxes throughout their working lives and
trusted the government. A transparent and honest way of de-pationalising old-
age provision would be to cash oot the supposed savings claims that ctizens
over a comuin age hold with the government. Savings balances could be alloted
o individuals who are then obliged 1w invest these funds towards their retirement
(porable, mdividual supeanmation accounts).

An advantage of this method would be that the uncovered liability of the
Conunonwealth government would become apparent and that this would
wfluence future fiscal behaviour. Another advantage would be that gencril
saving lor retirement would be openly integrated with the capital market
Citizens who hold the balances and augment them with ongoing savings would
then have realistic views about their materal welfare in retirement. If such a
clear-cut conversion of past statis amangements 1o old age provision is deemed
not feasible, the scheme can be topped up from recurrent ax revenues.

In addivion 10 old-age provision, that small portion of the population who
carnol fend for themselves or who are not able 1o rely on family suppon will
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have to be supponed from government budgets. There will always be a residual
of citizers, say up w0 half 3 million Australians, who would be forced 1o live in
absolute poventy without government assistance as a last resort. Their fites
could be improved greatly by financial handouts that give them the dignity of
being customers with a cholce of private suppliers. Government would still
have 1o set and supervise standards and assist with spreading information
about the quality of competing private services, as is for example the case with
nursing homes.

For all of these reasom, we would argue that perhaps some 10% of the
national product should be set aside for redisiributive transfers and their
administration.

B. Measures to Enhonce Economic Freedom

In the remainder of this section, we shall list # number of ideas for reform that
are now being discussed in various parts of the world and that could inspire
the rejuvenation of Australia’s political and economic constitution one hundred
years after Federation

Limit Government Spending to 25% of the Notional Product

As we just saw, an open and competitive Austrulia requires a lean siate. Collective
action will have 1o be confined 1o areas where private competitive action does
demonstrably less well It will not do anymore 1o allege ‘market failure’ and
adduce theoretical models and assumptions. The fallure will have 1o be
comvincingly demonstrated, and the possibility of “adminisrative failure’ will
have 1o be explored.

Economic liberals do not preach the dismantling of government. They
recognise the imponance of external instituthons that suppon and supplement
the internal rules of society; they also acknowledge that, on occasions, the
nules have 10 be enforced by the state. In the preceding section, we suggested
that a minimal state might claim a quaner of the national income 1o fulfil these
functions. During the era of the growing nation smte (late 19th and the first
three-quaners of the 20th centuries), government claimed a growing share of
what people produced, but with hindsight the benefits of that expansion for
inclividual well being are in doubt. Over the long term, neither government
enterprises added value 1o the lile of ordinary citizens, nor did generalised
welfare, if one compares this with the welfare that could have been anained
by more resources being left in private pockets. Technical change, the
competition with non-welfare regimes in Asia and America, and an increasingly
well-oducated, independent, self-reliant and scoptical population will make
minimal government politically more attractive.

w2
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Politicians should be protected from themselves by a binding political rule
that Federal and Siate governments must reduce the size of the entire public
seciof o 25% of the national income within a perod of ten years and then
keep it there. From the perspective of the eardy 21st century and from
comparisons with the aging welfare states of Furope, such a share may appear
unacceptably low, It should, however, be remembered that public consumption
and investment accounted for only 18.5% of aggregate demand in 1950051 and
21 4% in 1970071, that is the year before the big-spending Whitlam government
wok over (Kasper et al. 1980 41, Table 5). Respected observers, such as the
eminent Australian economist Colin Clark, argued a long tme ago that an
excess of 253% of wtal demand being directed by government would be
counterproductive. And public chodce analysts, such as Nobel Prize winner
Jumes Buchanan, have long supporiad a constitutional limit 1o public expenditure
{ Buchanan 1988),

The savings would allow the Treasurer 1o hand back more than 100 of the
rational product 1o the citizens who produced it in the first place. Imposing a
percentage rule would immediately focus political interest on the goal of
stimulating the economy, as this would be the only means o a growing bot
limited public sector. A constitutional fiscal constmint would motivate the
streamibining and simphification of administration and the redesign of the division
o labour between Commonwealth, State and local governments, Government
would be forced o withdraw from areas handled more effectively by private
producers or the voluntary organisations of civil society,

A constitutional 25% rule, once in force, is o credible guaraniee of lower
taxes. After the tax reforms of 19992000, there is a real danger that future
Australian governments will follow the precedent of most other countries with
value-added or similar taxes and jack up ax rates whenever an excuse can be
found. An effective and bountiful ax system Is a dangerous wemptation for
political parties to be ‘generous’. Tax reform should therefore be tied 10 rigid
and formal limitations on public spending, along the lines proposed here.

A 25% limit on public expenditures will also pesmil an overdue stmplification
of the tax system, saving taxpayers the admintstration and compliance costs of
filling in and hling quanerdy activity statements and tax declamations, not 1o
who introduces the annual income tax return that fits on the back of a postcard
will enjoy loyal support for many vears to come. Accountants, lawyers, advisors,
tax collectors, investigators and other high-caming professionals, who thrive
on high transaction costs, will probably argue that this cannot be done. Reformens
should not look 1o them, but 1o countries with low and simple taes.

Those who argue that limiting government 1o 25% of the national product is
unacceptable 10 the Austmlian eleciorate are invited 1o put their claim 1o the
test of a nationwide referendum.

93
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Towords o Regulatary Constitution to Protect Private Property

Government canmnddt take private property without offering compensation at
market value, but government regulations can diminish the value of privale
property. In this case, compensation for damage is not universally mandated
(Epstein 20000, On the contmary, regubations of market interactions ane frequently
used o redistribute incomes and wealth ‘on the sly'. Governments find @
increasingly convenient w pursue political goals and fulfil underakings o
special inferest groups, such as envitonmental and social lobbies, by interfering
tn private markets through regulation. In this way, they obwviate the growing
resistance 1o outright public ownership and critical parliamentary and public
scrutimy of the uses of taxes.

A jurisdiction that wants to remain internationally altractive 1o mobile capital

value of someone’s propemy as a consequence of a new regulation also seems
desirable as this will act as o counterweight against regulatory overkill. Eoonoimic
brikes need 1o be placed on the proliferation of generlly harmiful regulations,
as this enables public authorities 1o pursue their political purposes by regulations
at the expense of propemy owners. The quality of the regulatory system in
terms of economic effectiveness, natural justice and equity would be greatly
enhanced if the akings clause were applied 0 all specific regulations. The
principle of "no regulation without compensation” would introduce the same
balance 1o public cholce that applies o private choice, as regulalons would be
forced w weigh the expeaed benefits agains the costs of compensation.

Full substance s given © the compensation principle when citizens, who
feel harmed by public regulations, have sctionable rights agains regulatoss.
What we have in mind here can be illustrated by the case of the Australion
tarill. Parbaments sould not have vialated the free trade rale, inflicting sustained
damage an successive generations of Australians, had actionable rights enabled
citizens 1o demand compensation, Such rights would greatly strengthen the
hand of those parliamentarians who are wary of discriminatory interventions.
The fMlood of preferential interventions would be stemmed. Compensation for
takings by regulation should in any case come naturally in communities where
the citizens are the principals and the politicians only their agents.

All Commonwealth, State and local regulations should be subjected 1© a
summary review o see whether they meet the oniterlon ol universality™ (see
Kasper 1998: 51-72) and to what exient they violate equality belore the law.
The political motivation for such a review could come from the compensation
rule Govermments would suddenly face material incentives to avoid the fsks
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and cosis of having 10 foot the bill for the compensation of regulation victimes.
ﬂumﬂmmmmhumﬂt Htrgiousness of sockety s

To the extent that fewer prescriptive interventions survive,
ﬂmumﬂhhﬁhmm[mhplmmﬂhmmm
system would self-correct. A great number of distorting ststutes thet are harmiful
o Australia's long-term prosperity would be repealed.

Another imponant constinational device 1o stem the regulatory bde would
be a general requirement 1o attach sunset clauses 1o all outcome-specific
regulations. Mo such legislation should be mitomatically vabid for longer than
wo patdiaments. Legislators are oot omniscient. The outoomes of specific
regulations are likely 1o differ from expectations. As circumstances change,
given regulations may produce results contrary 10 original intentions. I a

wishes to extend the validiry of a regulation, there should be public
hearings. Across-the-hoard sunset clauses for all prescriptive regulations would
serve 10 clean up the regulatory overdoad that successive activist parliaments
and adminstrations leave behind

Yet another device that could improve economic freedom is o peovision
that reverses the burden of proof wherever specific private activities are subgect
to government approval. All private activitdes that comply with the common
law should be automatically permitted, unless affected private paries or
regulatory authorities mase lawful objections within a stipulated period. At
present, excessive regulation and obscure contradictory approval procedures
Irustrate development projects and job creation. It is quite common [or
investiments (0 be held up by dozens of applications 1o vanous suthorinties as
there are no fixed deadlines within which local councils, State authorities and
Commonwealth offices must respond. In many instances, regulitions ane
adminisiered in the spirit that private industry is a potentially harmiful activity,
which can only be made inlerable by detailed public supervision and regulation
What is hardest 10 assess, however, s how many wornhwhile projects are
never attempied because Australia’s detatled and cumbersome regulatony regtlime
discourages entrepreneurs.

Devolution of Powers and Competitive Federalism

A further imporamt reform thrust, which would rejuvenate the Federtion, is o
re-examine the various levels of government. Some argue that we have wo
many politicians and 1oo many jurisdictions, Others amgue that the Stnes shoukd
be abolished. However, such changes would go against the imternational trend
wwards more mterjurisdictional competition. Around the world, regional
idemtities are pow resssenting themaelves. This &5 2 natural and comfonting
colmter-reaction 1o ghobalsation and the abuses of central governments (Kasper
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19945). One cannot but agree with the Hon. Justice KM Hayne of the High
Court when he writes: ‘federal forms of government far from becoming
outmoded, may become increasingly common and important in the years that
lie ahead of us . . . Austrabis . . may have much o offer other countries as a
result of the experience it has had in fedeml constitutional issues . . .’ (Hayne
2000: 374).

We do not have 0o many pariamentanians, but the ones we have operale
within uncompetitive and defective institutional setings. This is the reason for
acvacating a returm to the onginal spirit of federalism that imbued the Federtion
in 1901. Indeed, much can be gained by taking the idea of genuine competitive
lederalism—the concept that jurisdictions compete with each aother in producing
and administering attrsctive institutions—further by making local governments
fully responsible and auwionomos.

Since Federation, the Stales’ role has been emaciated. Throughout the 2h
century, centralisation has been driven by Canberra, mainly through often far-
fetched uses of the external affairs power and through the growing reliance of
the States on the revenue mised by the Canberra. High Cours have also
conspired with successive contral governments o shift responsibility and
influence from the States 10 the Canberma centre 1T was often in their buresuemitic
self-interest 1o do o

In the process, creative diversity in administrative solutions, the capaciiy 1o
address local problems by locally specific means and the stimulus ol intra-
Siate competition have been weakened. In the fairldy closed and regulated
nation state of the firt 75 vears of Federation, this did not matter much. But

s now placing a premium on administrative creativity and the
agility and cohesion of small responsive units of government. Goverriment
agencies will compete better on the world stage if they have a habit of competing
among Sates. Many functions of government should be devolved 1o local and
Sunte levels where the trade-offs between tax costs and benefits 1o the citizgen
are less fuzzy. Federal-Sune-local financial and govemance amangements need
o be reviewed with the intention of both improving the service 1o the cltizen
and the capacity of public bodies 1w suppon world-market competitors. A high
quality of public administration is promoted when constitutional amangements
are made o ensure:

(a) the principle of subsidianity: panicular tsks should be allotted 1o the
bowest level of government thal can effectively handle them: in practice
that would leave defence, foreign affairs, rules on nationwide traffic,

and communications, standards of measurement, stable money,
and the criminal code 1o the centre,

(b) the mle of origin: goods and services that are lkegally produced in one pan
of the federation are avtomatically legal for sale and use in all other pans;
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this rules out political discrimination amongst different locations and
enhances intra-jurisdictional competition and economic freedom;

(c) the exclusive assignment of every task of government action: all tasks of
povernance are alloted 1o anly one level of government, so that the costly
duplication, conflicts and shirking of political responsibility are avolded
(for example Federal ministries of bealth and education exist, despite the
fact that the Pederal bureaucracy does not run hospitals, medical services
o schools); and

(d) fiscal equivalence: each government is responsible for raising the revenues
that it needs 1o fulfil its assigned tasks, which means devolving a great
deal of wxation power o lower levels of government, imposing
responsibility, accountability and discipline on State and local assemblies
and giving Australians wider choioes about where 10 Hve and produce
(Kasper 1990 31-54).

Competitive federalism can only work effectively if the Sutes are made fully
responsible for their development polices. it may well be legitimate for Tasmania
w prohibit all agriculure based on gene-modified plants f the citizens are
extremely risk-averse. But neither the policymakers nor the citizens should be
from the full consequences of their poalitical choloes: Tasmania must

be allowed 0 feel the consequences ol lesser agnouliural productivity, job
destruction and reduced growth of revenues. Vertical and horizontal fiscal
transfers only undermine politically mature and balanced choices. Subsidies
only induce widespread moral harard, allowing some States 10 shirk the risks
of economic development, bul 1o claim their share of the frult of development.
Such a system will generate a culture of public administration that supports
global competitors. But, given the shonsightedness of many political beaders,
competitive federalism can only work properly i it is complemented with a
non-discrimination rule, blocking opportunistic governments from mongaging
future tix revenues o buy' themselves jobs and businesses at the expense of
ather States. The non-discrimination rule should stipulate that a Sute or local
government that grants a material advantage 10 one firm in an industry is
aitomatically obliged w extend that preferment 1o all other firms in that indusry.
This is the equivalent of the most-favoured nation clause, which was o
successful in kmiting political opponunism in international trade. Such a 'most-
favoured producer clause’ should be monitored and enforced by a
Commonwealth body such as the Productivity Commission. Without such a
clause, there would be a danger of fruithess and distortive 'subsicly wars' (Kasper
19963, The mendicunt States have developed a tradition of asking for horizonial
transfiers at Premiers’ Conferences because they suffer from budget deficies.
Bt thetr real reason i 10 be able to spend more resources on discriminatory
and cormupt subsidies 1o attract businesses away from the betier-managed and

w
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more succesaful States, whao in turn bear the costs of the hordaontal transfers. If
private firms acied like this, they would be punished under trade practices

legislathon. It is thme that the same rules of competition be applicd 10 competing
jurisdictions,

Competitive local Government

The poor performance of local government, with which most citizens have the
mioat divevt contact, has done much o rise popular discontent with government
genenally in Australia. Many of the daily problems ficed by rural Australians
are wrongly anrbuted to economic reform when they are actually the
consequence of poor local government. Petty and poorly administered
regulations at local govemment level are hindering the discovery of new
ecinomic opportunities and competithve sucoess for small businesses on the
land. Local council budgets are often squected by excessive wage bills and
overhlown administrative overheads while capital expenditures and services
o the community remain unrcliable and Spartan.

How can we haul the least progressive pant of government into the ghobal
era? Some States, for example Victoria, have amalgamated shires o save
administration costs, This reform s focussed on wechnical effidency. Local
govermment is nol only about the regular delivery of water, road mending,
sewerage services and the like. In oqual messure it is about the dynamic
disoovery of what citizens want and how services are best delivered. Policies
that guarmnies permanent stafl an uncontested traditonal workload and that
set yesteryear's administrative procedures in concrete ensure the monopolistic
explottation of the local community. Discovery and entrepreneurship in local
governmont is mrely promoted by mega-councils,

A more promising alieratree is 10 change the institutional set-up of local
pgovernment. Many traditional local councll tasks can be privatised and
competitively sub-contracved, with public administrators concentrating on acting
as end-user-oriented buyen and guaraniors of the quality of services available
10 the citizens. If local govemments function as facilitasors and quality controliers,
but leave productive tasks 10 competing private contractors, there is littke
advantage in mega-councils. Information flows, mone direc control of councilloes
by the ratepayers, and new administrative solutions for diverse tasks at hand
are normally served benter by small and competing shires. In most cases, fairdy
small local govermment aress suffice 10 capiure local externalities and deliver
the benefits of resident- and producer-friendly policies. Much could be gained,
for example, if local unemployment were made the concemn of local government
with handouis io the unemployed being met, an least in part. from local txes.
The mavor and councillors might then encourage local businesses 1o create
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jobs, and anti-development lobbies would be given shon shrift when trving 1o
sop job creation,

The principles of competitive lederalism could be adapied w0 local
government. Local governments would then have o be granted greater
autonomy and responsibiliny for ‘growing the local tax base, fostering economic
development and employment. Often non-transparent fiscal transfer mechanisms
woitld have 1o be abandoned. Certaim classes of mxes would need o be assigned
to bocal governments, commensunite 10 the specified tasks for which they are
respomsibie. Local democmcy and scoountability would need 10 be strengthened.
I a councl has managed local affairs badly, the womt penalty is that it gets
sacked. Better elecioral control, such as term limits or the recall of
underperfomming councillors as well as fscal responsibility would go a long
way 10 enhancing the quality of local government. As in imtermational or intra-
Suite competition, local government competition would also require Stite- or
naticawidle nales that ban the tse of fscal resources for discriminaiony subsidies.
Local governments miust not be allowed to use revenues 1o favour one industry
o class off citizen over others.

Once based on institutions that guarantee sdministrative competition, ocal
govermmenl can assume nuimerous pulsbic sk tha are now gssigned o higher
levels of government. The supervision of local councils by State authorities
can be confined 1o rule complance and adherence 1o proper procedure, The
evaluation of the outcomes of local administration could be left 10 the wider
pubdlic. As relocation between small council ireas is relatively easy, the feedback
Fromn good and bad policies would be fairly prompt and would soon be reflected
in the growih of local revenues, A the local level, the ‘Fric Jones effect shoald
therefore work particularly well. The setrvention of local government would
certainly fit in with the new era of globalisation and would serve as a festing
ground for diverse and innovative solutions 1o colleciive maks, It world also
appeal o those self-assured, mobile and educited citizens who see govermnment
as an imporant support organisation for the community, not as a ruler 1o be
petitioned.

Reinventing Government: Constitutional Safeguards Against Political
Opportunism and Pressure Group Plunder

A number af specific devices to control the oppatunism of political parties,
individuuil parliamentarians and burcaucrats, and ruthless panicular interest
groups have been tmed out in other countnies or are being discussed in the
lirerature, Some should be given serious consideration by the political
entreprencurs of the coming generation who may gain suppont in the next
slowdowm when the present political system is likely 10 be perceived as failing.
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Some of these deas are

(a) Friedrich Hayek recommended in his "‘Constitution of Liberty” that a separate
chumber of pariiament be crested which has the mak of senting and enforcing
the high-order constinutional framework rubes 1o guanantee the fundamental
freedoms of the citizens. Periodically elected Governing Assemblies would
run the affairs of government and pass enabling legislation that coerces
citizens in certain ways and that appoints the executive. They comespond
10 the existing House of Representatives and Senate. In addition, there
should also be a Legislative Assembly that s not organised along party
lines, but ruther elected by age coborts. Sich a Legislative Assembly would
cultivaie the rules that protect the citizens” liberties. Tt would act in ways
that a principled and popularly clected High Count might do. The critical
aspect of this proposal is 10 ensure that organised political pamies—canels
of polincal power—do not gain influence over the members of the third
chamber (Hayek 1960, 147-65).

b} Critical voices in comipt democracies overseas angue for formal qualifications
of the active right 1o ebext and the passive right 10 be clecied. Some advocate
age limitations, but it seems doubtful, at beast w0 this observer, whether
political wisdom and resilience 1o the wemptations of power is in any way
sge-related. A more realistic qualification of the passive right 10 be cleciod
might be that candidates must not be drawn from groups with a direct
interest in complicated and costly governance and high transaction costs,
for example civil servants, officials of interest-group associations, or members
of professions that thrive by inflicting high transaction costs on the public.
Or one might stipulate that candidates for parlament mus: meet the
requirement that they have worked for a living in non-paolitical activithes
for & minimum of ten years before they can stand for election

(c} One may also think of methods of candidate selection that ane less subject
o the often dubious machinations of political parties. Thus, candidates
coild be conlined to those who have resided in the electoral district for at
least three years. Or that nomination and pre-selection of the candidates
of all parties is entrusted 10 non-pamty commintees, selected by ot from
residents who qualify for jury duty.

(d) To the extent that rent seeking is advanced by secretive closed networks
of loyalty and mutual dealing. it may make sense to impose term limits on
office holders. No one should serve in a Federal or State pariament for
muare than ten yvears of her or his life.

{e) Consideration should also be given 1o formal and easily organised ways for
citizens in an elecioral district 1o exercise a nght of recall: if 10% of the

voters sign 3 public petition, a special coun of inguiry is established and
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must investigate whether there are grounds for recall. If this is affimed,
new elections should be called immediately.

if Another powerful ool 10 enhance citizen control over oppomtenistic
parliamentarians and administrators is the citizen-initisted referendum
(Walker 1987). ClRs have hardly ever prescribed additional legislation.
They normally abrogate legishation and decrees. Experience shows that, in
practice, the CIR has 1o be employed only rarely 10 discipline politicians.
The very possibility of having & measure thrown out by the eleconite s
normally sufficient to prevent political frivolity and ensure that the political
agents do the citizens’ bidding. The use of the intermet is now making the
organisation and conduct of such referenda much cheaper, baoth at nathonal
and local levels

(g) There is much scope for shaping rules that improve the tansparency and
accountability of government. An example is the Australian Federal Charrer
of Bucget Homesty, adopred in 1998 against the majority of the Senate. It
obligates the Federal governiment 1o publish the independently audited
accounts of asscts and labilities, as we have discussed. To be effective,
however, it is nocessary that the citizens make this instrument of control
their own and give it political life and substance

This list is far from complete. The msk of creating 2 government that again
protects our [reedom deserves the creative effon of many who think about the
an of governance The market for ideas is wide open to those who are not
convinced that we live in the best possible of all worlds, But the most impontani
precondition is that citizens take control of collective action, beoome less tolemnt
of political opportunism and better consumers of government services. I is
widely acoepted that the presence of critical and denmmnding customers in
private markets 3 cssential for innevation and high-standard products. The
same holds true in government services. I we keep breating politics with rathonal
ignorance and tolerate poor governmenit, we deserve no better.

Finally—Three Modest Rules for Befer Lagisiation

Practicing politicians may wish 10 promote economic freedom. but they may
not always have the expenise and the tme to analyse legislation before them
a3 to the effects on economic freedom. We would therefore recommend o
pacliamentarians theee ‘rale-of -thumb tests’ which they can apply 1o each bin of
legislation on which they are asked 1o vole:

s  First, the "Figh Shop Tesr': How does this legislation affect small business,

for cxample the local fish shop owner® Can he understand the law® Can
she manage the compliance costs?
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Second, the "Battler Tinr: How does the bill before parliament affect the
life opportunitics of the poorest 100 of Ausiralian citizens? Are there side
effects that hamper thelr capacity 10 help themselves or that make it harder
for them o gain self-respect and respect in sociery by being self-responsibibe?
Third, the ‘Grandchildren Test': How does the legislation affect the young
whao are not yet established in the work place and who enter working life
with high hopes* Will an aspect of the bill disillusion some of them and
turn them against the community? Is there some long-ierm consequence
of the legislation that would hunt them later in life?
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CONCLUSION
The Blessings of Economic Freedom

With competition, things seem o go befter. Innovation heppens, The word s
more focussed on varcty than quality. . Things will happen in well-omganized
cfforts withoul direction, condrols, plens. That's the DoNsensus AMONE SOONCATIES,
That's the Hayek legacy As for Milion Friedman, he was the devil Gigure m my
youth. Omly with tme have | come 10 have large amounts of grodging respec.

And with time, increasingly ungrudging  resped
Lawsonoe Sunimerns, Secretary, LS Treasury,
ited afver | K. Classman and KA Hassel 1995 261

What is ot Stoke?

Improving the institutions that underpin confidence and economic freedom
would not make much difference initially. But over the long term liberal
imstitutions have 4 decisive impact on material living standards, 25 well as the
funclamental non-matenial aspirstions shared by most.

As long as the current wave of accelerated growth in the world economy
comdinues, the Australian community can probably dift aloeng quite satisfactorily
But long-term economic history suggests that the challenges and obsticles o
economic growth discussed in chapter 3 will again come 10 the fore. It (s more
likely that not that we will then have to cope with a supply-side crisis and
economic downwave, as in the 1970s. That will be when society’s instiutions
are tesied, and when the quality of nstinstions makes a big difference

The long-term effects of economic reform will be considerable. Applving
the method used in the ‘Crossroads study”, " we would venture the following
cstimates for economic growth over the next 25 years:

* Ina scenanio of ‘crickes-like’ carelessness and political foot-drugging with
s backsliding on past reform, for example in labour markets, and with
reliance on top down political direction, the national income might grow
by 24% p.a. Percapita living standards would then rise by only 14% pa

o In 4 scenario of comprehensive forard-looking, ‘bee-like” institutional
reform 1o strengthen economic liberties, the Jong-term growth rate of
national income could rse to some % poa. The growth rate of per-capita
incomes could average 34 % pa., that is i we manage to duck the next
Kondratiefll downtum by being competitive amd innovative.

" Hﬂuhm#;hmm;mlmm
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Major turnarounds in growth will put a high premium on spontanecus
privaie cholces and the creative responses of individual competitars, If these
responses are coordinated in markets, some will even discover new opportunities
in a general downtum. If, however, much is lefi to coordination by slow-
moving centralised public chodces, political bargaining and power plays,
recognition lags will be much longer. Individual disappoiniments may then
reinforce themselves 1o become a general orisis of the entire sysiem.

Whatever quantitative assumptions are made, It is clear that much is ar stake
economically. Readers whao find my estimates implausible are referred back to
Graph 1 in the Introduction. It showed the effect of good and bad instinstions
on living standards. It must also be kept in mind that globalisation and economic
chunge will in future make reactions 1w poor institutional designs and bad
policies more immediate and more cosily.

Economic freedom is desirable not only because it favours economic growth
and welfare, but also because it is a fundamental value in its own right. Persoral
autonomy and mastering one's own fate is appreciated by most desplte the
costs and risks. Most of us do nat like it when oo many choices on our behall
are made somewhere on high.

Of Crickets and Bees

In a scenaric of political footdragging and resistance 1o change with some
backsliding into mare regulation, especially of key lobour markets, and much
relionce on collectivist but inevitably ignorant lop-down direction of economic
life, ane can plausibly assume that from 2000 to 2025:

*  the growth rate of labour inputs will average 0.9% p.o.;
* the growth of copitol inputs 2 5% (some capilal saved in Australia will
relocate elsewhere and an aging population will draw down accumulated

assats);

* the share of labour incomes in the national income will be relatively high,
say two thirds, and;

* ‘thirdfoctor growth’, the result of competitive innovation and leaming, will
be low, say contributing one third to tolal grawth [This is
higher thon the historic contribution, but less than is typical of the more
open ond innovative economies where institutional design creates
competitive conditions and where everyone is consequently invalved in

the search for new uselul knowledge),

Becouse this scenario amounts fo a carefree fiddling away of reform
opportunifies during the ‘summer of the Kondratieff upwave', we might call
such o game plan a ‘crickel scenaric’. Crickets make no provision for the
wintar when many of them die off.
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By contrast, one con imagine o ‘bee scenario’: the opportunities of the
economic good fimes are used to make provision lfor leaner fimes by timely
reform. One can plawsibly assume that for the next 25 years:

*  the growth rate of lobour inputs will average 1.4% p.a. (higher than in the
‘ericket scanaric’ due 1o less unemploymaent, clearer work incentives and

eluawhere|
the labour incames in the notional income will be lower, say 55%
[but the real incomes of workers will grow faster, see below], and;

* ‘third-foctor growth” [or ‘multi-foctor ) will be higher—as a more
compatitive sconomy forces o hmlu:l"Tcuhuf
innevation and i confributing holf of 1okl growth<.

Putting these ossumptions together, one would predict that:
Under the ‘cricket scenario’  Under the 'bee scanario’

[a) the economic around 2'4% p.a. oround 5% p.o;

growth rate will be

and

{b] percapita around 1'% p.o. around 3% p.o.

economic growth rake (bater on

will be ﬂmnhdm
ond slow recovery
of 1975.2000)

e e s s b e
into occount, percapila incomes can

in the yeor 1o grow to nearly double present living standards under a

comprehensive et of economic resdoms, whereas defensive collective oction

would allow a growth in living standards of less than one third.

* The Prodhechivity Commimion b produced comidercble smpircal svidance io show ol
mucr oo reform in Ausiraba hoy m ocosbarme producteity growth, which hod
been poor lrom the mad 1970 1o the 1980s. In the busines cycle from 199393 1o
195798, "muldocke rose by 2.4% po., o1 agoleet o longlerm
(196445 w0 1993.94) of anly | 2% For the firs fime in o long while, Ausiraban mulilocor
ermhﬁhthMCm 1969, s

i
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Economic freedom—secune protection of one's propenty, including the self-
ownership of one's labous, the freedom from economic discnmination by
encroaching private and public powers, the freedom of contract and the like—
is not ooly for the rich and the big corporations. It affects everyone—how
much tax we pay, what life oppomunities we can aspire o and sttain, how we
wark and consume, how secure our savings are and, with it, our entire personal
securiry.

The non-discriminatory protection of economic freedom (s moee Importnt
for the evonomically weak, the young, the low income eamers, thase not born
with silver spoans in their mouths. They do not have the resources 1o hire
lawyers or lobby governments against Infringements of their life opponunities.
Often they cannat even find out why their chances are diminished—ihey won't
knew that & wrifl rabses the prices they have 1 pay for purchases, a zoning
regulation prevents them from opening a shop, high costs are inflicied on
them by a labour monopaoly, a closed shop or apprenticeship restrictions. The
principle of non-discrimination & the ordinary citizen's friend, and political
interventionism his foe.

Economic Freedom is Complementory to NonMaterial Goals

The merits of economic freedom do not end with prosperity. Over the long
term, properly shaped and enforced institutions of economic liberty are fmportant
for the sttainment of non-material goals.

Economic freedom is an impontant precondition for freedom averall, Citsens
of propeny cannot be so casily pushed around by tyrants; they have the means
to fight buck. Exercising one's rights nearly always requires resources, and
these are more readily available and more evenly spread in genuinely free
evanomics. Nobel Prize winner Milion Friedman made this point very clearly
i his famous essay The Relation between Fconomic Freedom and Political
Freedom'. He wrote: * . . economic freedom . . gives the people what they
want instead of what o panicular group thinks they ought 1o want' ( Friediman
1962 151

A community of educated independent-minded people with an enormous
diversity of cultural backgrounds like that of Australia could never be satisficd
cundent by satisfacion designed and produced by o well-meaning administrative
chite or other groups of Guardians. Fach wants 10 set her or his own agenda in
the pursuit of happiness, and pursue goals of his or her own choosing, These
differ from those of their neighbours and may be changed at whim or in
fesponse 10 new Cliroumstanoes,

The social value of security derives from the fact that security is nothing
more than the protection of future freedom from coercion and deception,
either from within or from without. It is also obvious that a free prosperous
society will be better able 10 afford the resources for the defence of its future
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freedom. Admintedly, a free open society contimually generates uncenaintics.
Socioecomomic positions can never be securely protected from all competitive
challenges of ongoing changes This s the nature of life, particulardy during
cconomic umarounds and periods of raphd innovation. Bul coping with the
myriad of tiny challenges under free competition provides for 8 mone funda-
mental existential security, as people respond creatively. People trained in the
spirit of competitive enterprise acquire the self-confidence and the resources
to avert the major risks that constitute existential insecurity, They also have a
track record that breeds the confidence 1o face the future without fear

A prosperous free sockety i also lkely to be internally harmonious and
peaceful. Conflicts are inevitable among independent people, but they are
likely 10 be broken up—pulverised and dispersed—into small manageable
conflicts, which those directly involved have an interest 1w resolve. A politicised
collectivised society is by contrast characierised by the bunching of conflicts
between political groups and coulitions. Conflicts are often sharpened by the
agents of collective action so that they can gain suppon and followers. Political
power holders thrive if conflicts are acute and banle lines are cleardy dawn,
whereas conflict is dispersed in a pluralist society, in which much is coondinated
informually and spontanecusly in markets

For example, a free labour market based on simple universal laws induces
workers and employers 1o keep soning oul small conflicts as they arise. They
do so 1o keep the work relationship productive. Resor to juciclal adjudication
or formal law enforcement is likely 1o be rare. On the whole, however, universal
luws avert conflicts before they arise and lay down standard solutions; law
enforcement settles disputes along known predictable lines withou recouwrse
to viclence. By contrast, an organised labour market is managed by those who
have 10 prove their worth in conflict. They thrive on industrial relations
confrontstions. The more sharply defined and concentrated the conllict and
the higher transaction costs, the better,

More generally, there is much empincal evidence 1o show that free socleties
are more harmonious. Civil strife, civil war and other major conflicts are much
more likely in unfree societies (Gwanney-Lawson 20000 This is an extremely
important consideration for a community that is multiculural. In a free econonmy
misch coordination is done through markets with reciprocal give and take.
This is where peopile of very different background can cooperate closely and
gain in the process. Markets are a powerful ol of integration. Even at the
peak of ethoic strife in the Balkans members of the warming partics met and
bartered in markets. Moreover, there are material obstacles 10 racial
discrimination when people operate in free markets, If someone decides not
1w employ the best candidate for a job, because she has blue eyes, he will
suffer an economic penalty. Political coondination, by contrast, leads to loyaly
gains due to discrimination. This s why the ‘theory of mcial harmony” (s founded
on economic freedom (Rabushka 1974).
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In a just and equitsble society, as undersiood by most, the same rules apply
1o the same circumstances. This is procedural justice. Discrimination s perceived
as unjust and inequitable. Since discrimination is also the enemy of freedom, it
follerws that freedom and justice/equity are two sides of the same coin,®

Many injustices occur when freedoms are curtailed by collective action and
political discrimination. In Australia, much remedial welfare is necessary only
because economic freedoms have been violated in the first instance, cither by
private power groupings, such ss monopolies and unions that deprive
individuals of access and opportunities, or by legistatures and administrations
that disadvantage the less well connected. Genuinely free labour markets, low
taxes, and minimal regulations all around—as advocated here—would prevent
many of the violations of what some call ‘social justice’.

Finally, we have 1o ask: what about economic freedom and the conservation
of a livable environment? Many eovironmentalists assert that a free society and
economic growth are environmentally destructive. But we do not have o
femgin poor 10 enjoy 3 sustiinable environment. A free and nch comemumity
such as the Swiss treats the environment much better than unfree and poor
coundries in the thard wodd or in the formers Soviet Bloc, Freedom is based on
private property rights. Owners normally conserve what they have for selfish
material motivations. To despoil one’s own land or to neglect the environmental
properties of one's possessions soon imposes costs and losses. The value of
the property declines, Running down what one owns is therefore unwise
Maoreover, poor conservers of valued environmental property are bought out
by those who dedicate more thought and resources to conservation.

Economic freedom fosters self-responsibility and that nomally educates
people in more careful stewardship (Gwartney 19910, In a free market system,
resource owners have to halance the private costs and benefits of drawing on
scarce natural resources. This makes for responsible stewardship. I introduces
natural limitations on resource use, Socialised propenty belongs 10 no one and
can therefore be readily despoiled. In regimes with poor economic freedom,
the planners exploit and run down nature 1o promote production plans, as the
costs for doing so are not entered indo the ledger Moreover, in free societies
affected third parties are able 10 castigate publicly those who despoil nature
and can gain political suppon for comective action. In unfree sodetics, they
lack the means do so; often they cannot even form free civic associations 1o
initiate effective action.

With the growing onslaught of globalisation, Australians will not be able 1o
do withowt greater and better protecied freedom, namely “that facully’, as
Immanuel Kant wrote in 1775, “which enlarges the usefulness of all other
Maculties’

—— e

30 “Thix o corve apyiles sy s oscbusnl Jumcics. i dhows o apply. 19 ‘moclel ussice” ov ‘maicome eqpaaliy'—
the guasamies of ejisl marinmes sespectiee of what free people chooss 10 da | Faspo-Soo 1996 TE-50)
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