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PRIME MINISTER

CHECK AGAINSY DELIVERY EMBARGOED UNTIL pBLIVPRY

SPEECH BY THZ PRIHE MINISTER
CONFERENCE CP ECONOHMISTS
SURPIRS PARADISE - 26 AUGUST 1987

John lacLeoed, Pederal President of the
Economic Sociecty of Australia;

Jon Stanfeord, Ducensland President;

Ladies and ¢gcoatlemen.

Your dnvitatlica to addrcos the 16th annual Conference of
Economicto ¢ives me my first opportunity asince the July 11
election to crticulate publicly the Government’s thinking on
iccues of oconomic management.

|

| .

| By noainating as your conference thceme the issue of

’ "Economies Towards 2000, you rightly direct our attention
\ to the loag-tcrm challenges Australia faces.

The dozen yolcrzs which separate us from the end of the 1990s
must sce fundomental changes in the Australian economy and
society {4 we are to meet thoce challenges.

Quite eimply, 1f we do not make those changes we will not be
a prosperous nation by the year 2000.

That is why over the first two terms of my Government we
have focused our efforts on encouraging those changes
through a strategy of economic reconstruction.

At the outsct of this speech - in effect, at the outset of
my third tezn as Prime Minister of Australia - I want to
affirm in the clearest possible terms that this strategy,
begun over the first two terms, will be continued in the
third tern.

We in the Government - and, I believe, the majority of
economic profcssionals - have long recognised that
thorough-going economic reconstruction is the essential
response to the challenges the nation faces.

What is different since the election on July 11 is that our

strategy hac now received a resounding confirmaticn from the
Australian pzople.
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In fulfilling our mandate we will carry through a full and
tecting agonde of change - &n agenda which I wish to eddress
today.

And let e approacb that tack by saying something of the
achievepents of the two reciplents 6f your Distinquished
Fellow Awaeds, Colin Clatk and Trevor Swan.

Colin Clark has ottained eminence in both academis ard
policy malking. It is no secrct that he and I have had some
fairly profcund differences, dating back to deys at Oxford.

However I urhesitatingly pay him tribute as ono vwhoge work
first elucicotecd mony profound gquestions about the
Australizi ceonony.

Trevor Swaz too, is a giant of the profession. 8is :
pathbreaking paper on "Lor¢er-Run Problems of the Balance of
Paymontc® ic a8 relcevant to the economic challenges facing

policy meixocs in Australia today as it was when it was first

penned in 9055,

We are all familiar with the Swan diagram and its analysic
of policy nrescriptions necded to secure simultareously
interral and extcrnal balance - prescriptions which vary
with tho {aitial economic conditicnc.

Australia, as you all know, has received a massive external
shock. ¢hat choek coincided with a strong economic upturn,
whiech conzcunded the inevitable balance of payments crigis,

In Swan Clogram terms, the shock precipitated a massive
external irbalance and pclicy makers had to f£ind the correct
adjustnext path. The correct path was one which would both
restorc cxtornal balance and continue the progress which had
been mado to eliminate the internal imbalance originating in
the high woge/low growth era of our predecessors.,

The policy choices available to the Government in such a
situation are far from simple.

Some adjustment paths would restore external balance
rapidly, Hut at the cost of prolonged high levels of
unemnploy=oat,

Other patiis would press on with domestic growth but at a
pace which would so prolong the task of external adjustment
as to preocipitate an external crisis of another kind - one
born of an inability to fund the current account except at
ruinous interest rates, which in turn, would jeopardise the
attainment of internal balance.

The policy cholces need also to pay heed to the varying
speeds with which policy instruments can take effect.

Having frced up the exchange rate, the quickest response to

the external shock was a large depreciation of the
Australicn dollar.
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That unleashoC the most powerful foree for change known in
economics = ¢ magcsive, not a marginal, change in relative
prices. !oscover the deterioration in our terms of trade
directly reduced the wvorld pucchesing pover of Australians,
which of itcolf will contribute to the regstoration of
external baiaace.

But thoge f£zrces were not thomcelves cufficient to reduce
domestic coisumption end raicc domestic caving to tho extent
required to Jower subgtantially our depondence on foreign
saving.

The magnitrca of the external blow-out and the asscciated
explogion ¢! our nominal irdebtednccs further complicated
the probler.

The longer ¢ takeos us to achiove the nccessary domestic
adjustment;, the higher will by Austrolia‘’s overseas
indebtednesc a8 a chare of CDP and the more we wiil have te
export in Suture just to sustain today’s living standards.
That fact hos edded an important time dimeamsion to poliecy
choices.

Labor’s cholcos have struck tho balance between promoting
cteady balonze of payments adjustment while proserving jobs
growth and zeolliag back inflatlon.

Of course e initial policy responces relied heavily on the
most flexiblo of the macro inmstrunents, monetary policy.
However, g¢voc-voliance on tight monetary policy isc not a
feasible modiun~-term adjustment strategy, not least because
of itc dacponing effects on enployment and imvestment.

An esscntiel element of the ctrategy, therefore, has been a
mediun-tern aggault on fiscal policy.

The external shocks of 1985 and 1986 gave added uzgency to
that tack,

Labor began in 1983 to wind back the extravagant fiscal
inheritancoe from our predecessors. Labor inherited a
prospective budget deficit of 5 per cent of GPP. This year
it will bo less than 1 per cent - and real outlays growth
will be subctantially negative.

We will maintain our efforts to containm the growth of public
consumption and reduce the call on total savings for as long
as economic conditions require it,

There are come in the economics profescsion who believe that
we have adjusted fiscal policy to Australia’s external
imbalance too0 glowly. They are advocating a balanced Budget
or a surpluc in 1987-88.

1 believe this view seriously misinterprets the nature of
the policy choices which lie before Australia.
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Pursuit of external balance it vital in the long run

However no country should pursue external balance to.the
exclusion of everything else. 1Indced, looking around the )
world thego days, one might be pardoned for believing that

none of gho naj;;s taggs E?e achieverment of external balance

as a serious policy objective at all! How

subject for another tine. ever that may bq 8

Reccent worlk within the Office of EPAC nicely i
policy cholces. They have extended the anaYyniiu;:;g:g:eghe
in their poper entitled "External Balance and Economic
Growth” ¢o show that it is possible to ncceclerate balance of
payments adjustment by almost 2 per cent of GDP over the
next 4 ycocs, compared with the adjustment paths of that

papes.

70 do so, Lowever, at a conctant real exchan

require holding GDP growth back to a rate wh :htgggidvggld
incufficiont to prevent significant increases in '
unemploynent - unenployment which could only be avoided b
furthor oubstantial real wage cuts. These are not polic v
alternatives which I belicve the Australian people are of
‘prepacod ¢o accept. .

That judgerant was vindicated by the community’

the May Ctatement - the toughest expendituretﬁu:tiggponee to
exercice {n 30 yearc - and most resoundingly, as I have
alrcady cald, in its decision on July 11 to romew our
mandate to govern. N

As Paul Reating and I have sald, there will be no hor
Budget in Saptember: this year’c expenditure cuttingt::sk
was largcely completed with the May Statement and the
Premiors’ Conference.

Wwe said thot the 1987-88 Budgot deficit ,
$2 billicn. would be vell under

We will kcop those promises, and for three reasons.

First, it would be politically irresponsible to break such
commitrents in the absence of any intervenin a1
change in ccononic circumstances. 9 fundamental

Second, wa cecognise that part of the reason for the suc
of our econunic policy making lies in its consi gess
credibility. sistency and

Third, it i our judgement that the fiscal

upon which wve have embarked is appropriate igjg:gment path
circumstances - and a much faster pace would put at riek
community acceptance of thc broader economic reconstruction
which is accessary in the longer term.

The second area in which there is some disagreement in the

economics profession over the appropriate pace of
is in the wages area. P adjustment
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There is onc certainty in the debate over wages poliey and
that is thot the best way of snsuring that there ic no wage
freeze is to call for one. OCur political oppononts elevated
this to ¢n art form with their incistence on both a wage
froeze and Jdecentralised woge fixation.

Trevor Swan and Colin Clark have lived through perieds in
Australia that have been characterised at onc ond of the
spectrun by fully centralised wage fixation and ot the other
by & completcly decentraliced cystem, as well as varieus
combinaticas through the range.

During ths noried of my Govorament the wage £ixing systom
has evolved ce-operatively to incorporate within o highly
centraliccd systen a csignificant degrec of enterprisce level
flexibility.

This evolution Las been no accident: 1t has beoen {n
response o tlhe changing econonic circunstances £acing this
country. £t hac the potential teo become a major new
instrumont in our endcavours to progress towards
simultenccus regtoration of {nternal and external balance.

No Labor Prime Himister can take pleasurc from preciding
over cuts {n thoe recal wages of Augtralian workers.

But such rcductions have bcen reccgnised as necessary by
both the Coverncent and the union movement in creating worls
opportunitice for the uncpployed and in adjusting to
Austrelia’c large external imbalance.

Only cn2 oot of statictics is needed to deaclish the
argument that Australia’s response to our external imbalance
woul@ be nore effective i€ a decentraliscd wage fixing
systen weege ingstalled im place of the present syctem.

Since 1¢33 real wages in Nustralia have failen by around
six per ceat. This was despite a period, from mid-1982 to
nid-1986, when a year of weak economic growth was followed
by threc yecars of ctrong ccononic growth. There have been
four other such occasions gince 1950. Only in the most
recent period have real wages fallen., It is our
cooperative, centralised wage fixing processes that have
nade thiog unigue outcome possible.

In setting the timetable for, and in designing the policies
to achieve, external and internal balance, my Government has
rejected the short-term perspective so characteristic of
post-waz Australian macro policy.

Worldwidc conditions clearly indicate that it i a forlorn
hope to suvppose that another commodities boom is around the
corner waiting to revive the Australian economy.

Accordingly, we have to look to long term reforms as well as
adjustment te macro policy. These reforms, esgential to
provide the basis for viable long term growth, will assume
greater cignificance in our third term.
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This 48 nOt sinply a matter of awakening a previocusly
comatose nanufacturing sector so that it can piay a pivotal
role in tic reconstruction of the Australian ecenomy. That
is challenge enough.

But the c¢hallenge goes deeper - and it will continue to
confront us for decades to come.

Australion manufacturers - workers and management alike -
nust bo proparcd to take on and beat the most nimble and
nost inveitive of our highly efficient competitors,
cspecially those in our region.

Our manuiczturing and our services sectors must also
recognice that it will be scme time before Australia’s
depeondence on commedity exports hes diminishod sufficiently
toiinsuiato our exchange rate fronm fluctuations in conmmodity
prtices.

In thece clircumstances, our nanagenent and work practices
have to Be sufficiently flexlible over time to sustain our
conpetitiveness. -

Our compotitors have developed this skill. 8o must we.

Thigs is act a now imperative for our major commcdity
exporters. AG a group they tead to benefit from high
commodity pricesc - the converse being that in a depressed
markot suc:: as now exists, they too must be flexible encugh
to remain cost competitive while maximising employment.

In cases .:ke the coal industry there is an additional
danger that inflexibility can translate temporary losses of
competitivoness into permanent mine closures. This is a
procpect tihat both workers and management must recognise and
seek to avort.

However tlIC need for reform goes beyond one or two
indusctrics. All sectors need to be efficient and adaptable
lest the inperfections in one area handicap the performance
of the others. Moreover, successful micro-economic reform
can acce.cratc the pace at which external and internal
balance ccn be re-established.

We have o extend and build upon the more gencral reform of
the micre-sconomy begun during our first two terms. The
objective is simple: to boost national productivity and to
create the flexibility to respond to external shocks and
opportunities both quickly and decisively. We want, through
national recconstruction, to build a more adaptable and a
more resilient economy.

Our agenda will undoubtedly grow as the task proceeds. But
as our third term begins, I see the following broad areas
deserving cur early attention: transport including
aviation, communications and the information industries,
government-owned business enterprises, education, industrial
relatione and industry assistance.
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Trancport c=d aviation services account for a high
proportion cf costs in nany Auctralian industries. Past
trangport palicg and practice have not kept costs down, and
this has oxocerbated the disadvantages of Australia’s
isolation and our disperced population.

According’y one of the nmajor items on the agenda of this
term of govcrnmont is a sweeping reform of the natien’s :
transport¢ infractructure. 4

An infocootion reference has gone to the IAC on coactal
shippirg; ¢ joint Australia/New Zealand study hae been
conducted ¢ tranc-Taeman shipping; the Interstate

Comniscicn 6 overseeing efforts to improve waterfront
productiviby. i

We have aznounced cur intention to terminate the two-airline
agreemeat. We will complete the national highway. And we
will scek ¢o improve performance on the waterfront and in
the rail fzoight network, including grain handling.

In the cozinications field, we are curreatly seeing the
merging of communications technology and the information
industry Co such an cxtent that communications i{g both a
significen: input cost to Australian industry and
potentialiy a major growth sector.

Legislation, and the dominance of Government business
enterpricos, mean that Government decisions, or the lack of
them, will have a major influence on the future of this
gsector. <ho question is how do wec encure that it opcrates
at peak efllciency.

This raisss the wider icsues associated with public
ownership cf business enterprises - issues which were
canvassed 12 the Government’c Green Paper on Statutory
Authoritiec: and Government Business Enterprises.

We will necd to examine ways to improve the performance of
these entcerprises. Options include improved performance
criteria, cxposure to greater competition, and the
considorction of sales to the private sector.

As you krnow I recently called for a comprehensive debate
within the forums of my Party on those parts of its Platform
which exprcos opposition to the sale of Government business
enterprices,

1 sugoested two tests must be applied.

First, dces public ownership of a given enterprice mean that
significarkt functions are undertaken that would not be if
the private sector had the responsibility for funding,
owning and operating the enterprise?

I1f the ansver is 'no’, then, second, what are the
disadvantages and advantages of retaining public ownership
of that cnterprise, as opposed to transferring it to the
private gector?
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This in cffect reverses tlie onus of proof: the guestion
gshould be not ’Why should we cell a given enterprice’ but
'Why should we continue to tie up our resources in {t?’

What muct cmerge from this debate ic the formulation of
relevant nnd contemporary criteria describing how the
totality of Government resourcec and instruments can most
efficlent)y bo applied to tho achievement of eur bread
national vsjoctives.

I belicva sene of the paramcters of the dobate have alceady
energod.

For cxarale, it will be apparent from what I have already
caid thct the Government rcjocts the dogmatic view that
public ewvnorchip of busiross cnterprises is inappropriate by
definitica.

Sinilarly, we reject the proposition that the current
pattorn of public owncership is by definition the nocessary.
and nost degicable one.

Efficiency in the achievement of national goals is the key,
not conc iZcologlical cdebate about appropriate aggregate
levels ¢ public ownerghip.

Of pazticular relevance to the broader themec I have been
prescnting today is the asscessment of whether publicly owned
enterpricas in the late 19805 and into the 1990s may
actuaily e hampered in the effective delivery of their
cervices oy the fact of their public ownership.

wWe must, for example, examinc whether the need to further
reducc Dulget outlays and the Public Sector Borrowing
Requirencnt is itcelf constraining the ability of the
Governmeat to provide the capital which some publicly owned
enterprlizos need to perform their tasks efficiently and
effoctively.

Freed of these constraints, thesc enterprises may become
more effizlent and more viable - an outcome which could only
benefit consumers, taxpayers and the employees of the
enterpricc itself.

Turning briefly to education and training, the depth and
breadth of labour force ckills will also have a strong
bearing cn our capacity to boost competitiveness and enhance
the flenitility of the Australian economy. Indeed the. need
for continuing education and retraining throughout the
working life has never been greater.

In Laboz‘p third term we will build upon our very
considecable achievements, which include and increase in
school retention rates from around one-third te over

50 per cent; the removal of financial disincentives to stay
longer in education and training; a 37,000 increase in
tertiary places; and a doubling of funds provided for
training.
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There ic 2ico further room to improve our industrial
relations &nd productivity performance - although Labor’s
policies hove already yielded a 60 per cent reduction in
working days lost through industrial dicputes.

A basic factor in this achievemeat has been the increasingly
sophisticatcd understanding by the trade union movement o
the challenge of competitivoness.

The most rcceat measure of this awareness is the ACTU‘s
report “Auvstralia Reconstructed”. While I do not
necossarily cndorse every single proposal in that report, 1
welcome it o5 o valuable contribution to the debate about
the key issuos the nation must rosolve. As such I bolieve
it desarves Che very close attention of industry and of tho
economics profescion.

I have speiea alreedy about the two-tier wages systen and
the removcl 5f outmoded work and management practicec. But
there {0 coce to do. We will emecurage the gradual
amalgamotien of trade uniong aond nake necessary reforms to
the industrizl rclations systen without changing existing
sanction provicions in the Comciliation and Arbitration Act
and other zclevaat legiclatien.

Finally on this ligt of micro rcforms the noxt three years
will scao o continuation of Labor’s efforts to lower
gradually thc leveles of industry protection.

We cannot, @G a nation, hope to be internationally
competitive §f we persict in insulating key industries
against injort conpetition.

We are asiking Australia£ industry to stand on its own two
feet aftes o period of adjustment.

Sectoral planp are already in place for our most heavily
gtotected i{ndustries, designed to phase down protection

evels whiic ecasing the burden of adjustment on those
directly aifected.

Our R&D incantives and our industry extension sezvices are
decigned %o facilitate this industry restructuring process.

These itenc on Labor's agenda of micro-economic reform are
not unrelated. Progress on some will make progress on
others easier. To take an example, if transport and
communications costs are lowered and our education system
better mcets industry needs, the need for industry
assistance will lessen.

In working through this agenda, my Government will of course
be seeking to enlist the support of the States, for in many
areas it ig they which have the immediate requlatory or
administretive responsibility. :
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Ladies and gentlemen.

The past fow years have served to highlight the structural
weaknesscs in the Australian economy and its vulnerability
and inflox!bility in responding to external chocks. From
day onc wy Governament has sct about tackling those
weaknesscs, through both macro-cconomic and micro-ccononic
policy teole.

Fundacentclly the task demands attitudinal change. As guch
it is a Cack which governrment cannot successfully perform
alone. it is one which requires the understanding and
appiieat’c of the whole comaunity.

Let me finish by calling on yeu, then, as an audicace with a
matchiess uvndorstanding of the challenge we face, to halp
mako clec: to our fellow Auctralians the urgent necessity of
the stratocy of structural reform I have outlined tcdoy.
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