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G A Rattigan, 1911-2000

Mr G. A. (Alf) Rattigan, a former chairman of the Tariff Board and the Industries
Assistance Commission, died in February 2000, aged 88. He will be remembered
for his integrity and commitment as a public servant, and for his contribution to the
transparency and reform of industry protection in Australia.

Mr Rattigan was Chairman of the Tariff Board from 1963 to 1973 and was appointed
as the first Chairman of the Industries Assistance Commission in January 1974. He
retired from the Commission in May 1976 due to ill-health. His distinguished career
in the public service aso included the positions of First Assistant Secretary and
Deputy Secretary of the Department of Trade (1956-60), in which he played a key
rolein Australia s GATT negotiations, and Comptroller-General of the Department
of Customs and Excise (1960-63).
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1 Australiain the global economy

The 20™ Century has seen historically unparalleled advances in global
living standards and reductions in poverty. Greater economic integration
among nations has played arole in underpinning increased prosperity. The
benefits of liberalised trade and investment, as well as increased domestic
competition, have been apparent in Australia’'s improved economic
performance. Yet there are concerns and misconceptions evident in
Australia and many other developed countries about aspects of
‘globalisation’, and particularly the rules governing the world trade system.
These concerns threaten to erode community support for the policies and
institutions needed for further improvements in living standards and
reductions in poverty.

The performance of the Australian economy over recent years has been remarkable.
Despite the crisis which enveloped a number of our maor markets in Asia,
Australia's GDP has continued to grow strongly, with per capita income growth
averaging just under 3 per cent a year since late 1991. There has also been steady
growth in full-time employment and even faster growth in the number of part-time
jobs. The unemployment rate, while still higher than desirable given this period of
growth, had fallen to anear 10 year low of 6.4 per cent in August 2000.

Good macroeconomic management has clearly played a key part, not least by
keeping inflation historically low, thereby creating a stable environment for
investment and consumer demand. But the acceleration in Australia’s productivity
growth in the 1990s — to ratesrivalling the so-called ‘ golden age’ of the early post-
war decades — suggests more fundamental influences at the microeconomic level.

The timing, duration and dimensions of the productivity surge are such that it
cannot be attributed in any significant measure to the business cycle or to wider
international trends. Nor can it be explained ssmply by new developments in
information and communication technology. Even in the United States, the role of
these technologies, particularly the Internet, in stimulating productivity gains
outside computer production remains contentious. In Australia’'s case, the increase
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in productivity performance preceded any possible influence of the Internet by
severa years.

After considering other possible causes, it is difficult to reject the proposition that
Australia’s ‘new economy’ owes much to a series of policy reforms over the past
two decades which have created better incentives in Australian workplaces to apply
new technology and to be efficient, innovative and productive.

These reforms began with the progressive opening of the Australian economy to the
pressures and opportunities of the world market. Reductions in barriers to trade and
foreign investment have encouraged Australians to compete with and learn from the
world’ s best. That challenge is being met. By arange of indicators, Australian firms
have become much more productive and innovative, including through the adoption
of new technologies. Rapid import growth has been broadly matched by export
growth, with Australia’s trade participation as a proportion of GDP now a third
higher than it was in the mid-1970s. While the current account deficit was around
5.7 per cent of GDP in 1999-2000, Australia’' s external debt service requirement as
proportion of export income is around half the peak of a decade ago.

Australia's economic transformation has also resulted from reforms in markets
which do not compete directly with imports — such as in public utilities like
electricity and gas — and reforms to the regulation of industrial relations. However,
even in these important areas, pressures for improvements in efficiency have been
strongly associated with the increased competition facing trade-exposed industries.

Given the pervasive influence on Australias economic performance of its
increasing integration into the world economy, the appearance of renewed efforts to
stop or reverse this process is of concern. These have been caught up in a broader
international backlash against the perceived adverse consequences of * globalisation’
and the role of the World Trade Organization (WTO) in particular. Thereis much at
stake for Australia in this debate. It is important, therefore, to look carefully at the
arguments and the evidence.
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Globalisation: myths and realities

Here and in other countries, globalisation is portrayed by some as undermining
national sovereignty, local values and standards and as working against a fairer
distribution of income. These views reflect concerns about the pace of economic
change and the costs of adjustment. But they frequently also involve
misunderstandings about the real impact of globalisation — and the role of
international economic institutions — on people’'s lives. Differing perspectives on
globalisation are presented in box 1.1.

The term globalisation is used to refer to a wide range of interactions across
national borders (box 1.2). A key manifestation is the increasing involvement of
people and firms in international trade and investment. The increase in short-term
capital flows, the size and reach of multinational corporations, permanent migration
and temporary labour flows, the standardisation of technology, and the speed with
which events and ideas in one part of the world are conveyed elsewhere nowadays,
provide other pointers as to how societies have become more economically
integrated. In addition, a growing number of environmental issues — including
ozone layer depletion, the maintenance of biodiversity, greenhouse gases and acid
rain — have cross-border or global implications. Globalisation also has implications
for culture, political systems, and defence and security.

Globalisation displays many different facets rather than constituting some
monolithic force. International migration, capital flows, trade and foreign direct
investment raise their own policy issues. For example, appropriate regulatory
frameworks to obtain the most benefit from short-term capital flows are more
contentious than for trade. A failure to distinguish between the various aspects of
globalisation confounds popular understanding of the issues and can lead to
simplistic policy advocacy.

What is driving globalisation?

The current extent and depth of economic integration is unprecedented but its
underlying rationale is not new. Indeed, recent developments are a natural extension
of people’'s universal and age-old quest for trade and commercial opportunities
beyond village, regiona and national boundaries, limited only by the technology
and capital available to them. Thus, except for a comparatively brief period
embracing the two world wars, growth in world trade has consistently exceeded
aggregate economic growth for two centuries or more (figure 1.1).
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Box 1.1 Differing views on globalisation

Richard Trumpka, American Federation of Labor — Congress of Industrial
Organisations Secretary Treasurer, Address to the ACTU Congress 2000, 26 June
2000:

... a global system is being created behind closed doors — a system whose purpose is to
make all of us — in Beijing and Brisbane and Buenos Aires and Boston — work longer hours
for less money — to pit us against each other — to put us under the thumb of global
corporations — to reduce billions of living human beings to nothing more than an item on the
cost side of an income statement.

Maude Barlow, Chairperson of The Council of Canadians, in a speech to a Conference
on Globalization and the Live Performing Arts, Melbourne, 23 June 2000:

Dominated by American and Western values and lifestyles, driven by a consumer-based
free-market ideology and carried through the massive US entertainment-industrial complex,
the global monoculture has infiltrated every corner of the earth . . . In China, Latin America,
the Pacific Region, South America, Africa and the industrialized world, young people want
Nike sneakers, Gap clothes, the latest CDs, Michael Jordan t-shirts, baseball caps, Holly-
wood blockbuster movies, American television and mass-market books. Around the world,
North American corporate culture is destroying local tradition, knowledge, skills, artisans and
values . . .

Economic globalization is the creation of a single global economy with universal rules set by
big business for big business in which a seamless global consumer market operates on free-
market principles, unfettered by domestic or international laws or standards.

John Micklethwait and Adrian Wooldridge, authors of A Future Perfect: The Challenge
and Hidden Promise of Globalisation, argue in The Spectator, 24 June 2000:

Globalisation is always illustrated by pictures of the Spice Girls, never the Guggenheim in
Bilbao; always a Big Mac, never Chilean Sea Bass with Moroccan couscous and fresh
Javan papaya.

Donald Johnston, Secretary-General of the OECD, ‘Globalise or fossilise!’, OECD
Observer, No. 219, December 1999:

Globalisation is not a policy; it is a process which will affect all aspects of our lives. We may
not always like it; after all, it can compel us to give up cosy habits. But to stand against it
would be sheer folly. Still, some believe they can somehow resist the powerful tide of
globalisation. Take those who cling to protectionism to preserve jobs. Their thinking is
fossilised. They forget that by their actions they drive up prices and actually destroy jobs, as
well as choke off similar jobs in the developing world.

Mike Moore, former Prime Minister of New Zealand and current Director-General of the
WTO, Address to the International Union of Socialist Youth Festival, 26 July 2000:

We on the Left have a lot to be proud of. We built the Welfare State that looks after people
when they are sick, poor, or old. We fought for the equality of women and of minorities. We
argued passionately for internationalism, for solidarity between workers in Sweden and
those in Africa. So it is odd that some in the Left have sometimes opposed free trade. If
international solidarity means anything, surely it means helping people around the world who
are less fortunate than us. And surely that means buying coffee from a Ugandan grower and
T-shirts made in Bangladesh as well as demonstrating against apartheid. The contradiction
of the Left is that in church on Sunday we give generously to flood victims in Bangladesh.
Then on Monday we petition the government to stop the Bangladeshis selling their garments
in our country.
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Figure 1.1  World GDP and merchandise exports, 1720 to 1999
Real average annual growth

Per cent

1720-1820 1820-70 1870-1913 1913-50 1950-73 1973-99
OWorld GDP HEWorld merchandise exports

Data sources: WTO (1998, 2000).

Technological change, reductions in government barriers to international trade and
investment, and the development of the institutional arrangements necessary for
global transactions have been the key drivers of this sustained trend towards
globalisation.

Advances in transport, communication and information technologies have been
powerful forces in reducing the effective distance between markets.

Railways reduced the costs of trading goods by 85 to 95 per cent in the 19"
Century. Steamships reduced maritime transport costs significantly, and
containerisation and bulk shipping continued the trend. The unit cost of sea
freight declined by almost 70 per cent in real termsin the last 10 to 15 years.

Rapid technological advance has seen the price of computing power fall by more
than 99 per cent in the past 45 years. The cost of a three minute telephone call
from Australiato the UK fell from about $350 in 1926 (in today’s prices) to $13
in 1980 and to around 65 cents today. An e-mail via the worldwide Internet is
possible for not much more than the cost of a local telephone call, whereas a
sometimes-muddied 20 word telegram to the UK cost the equivalent of about
$1200 in the 1890s.

AUSTRALIA IN THE 5
GLOBAL ECONOMY



Box 1.2 Dimensions of globalisation: trade, money and people

The trend in growing worldwide inter-connectedness is illustrated by the following
indicators.

Trade

Countries have become increasingly engaged in international trade. World trade in
goods and services has expanded at nearly double the pace of world real GDP
between 1950 and 2000. In this period, world trade in goods and services (exports and
imports) rose from barely one-tenth to about one-third of world GDP. Falling tariff
barriers have facilitated trade growth.

World trade and output trends, 1950 to 1999 Average tariffs in industrialised countries
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Technological change is increasing the intensity of competition and opening new
avenues for trade in services. Drucker (1999) goes as far as to argue:
In the mental geography of e-commerce, distance has been eliminated. There is only one
economy and only one market. . . . One consequence of this is that every business must
become globally competitive, even if it manufactures or sells only within a local or regional
market. The competition is not local anymore — in fact, it knows no boundaries.

The Internet is redefining business-to-business commerce with, for example,
e-procurement systems offering access to competitive sources of supply and cost
savings through lower transactions costs. Natural barriers to trade in services are also
being broken down, with technology providing alternatives to temporary or permanent
migration. Indian software developers and data processors on-line to firms around the
globe are oft-cited examples.

Capital

A similar picture of intensified international interaction is evident in world capital
movements. While foreign investment flows were large relative to GDP a century ago,
they were directed to a narrower range of sectors and activities and, in contrast to
today, mainly took the form of long-term investment.

« Foreign direct investment can substitute for trade — building factories abroad has
been a way of jumping high tariff barriers — or it can complement and facilitate trade
by establishing a commercial presence close to customers. In the case of some

6
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Box 1.2 (Continued)

services such as fast food, a domestic presence is a prerequisite for selling to
foreigners. Annual outflows of foreign direct investment expanded 17 times to reach
US$800 billion at the end of the two decades to 1999 and the stock of such
investment in relation to world output has more than doubled in the last 20 years.

- Short-term capital movements have increased dramatically — the average daily
turnover in foreign exchange markets increased from about US$200 billion in the
mid-1980s to well over seven times that in 1998, much larger than the value of
world trade and long-term capital flows.

Multinational companies

Another sign of global integration is the increasing prominence of many goods and
services that are provided by the same companies to markets almost everywhere. As
Bordo et al. (1999, p. 11) note: ‘Production and exchange by multinational firms has
been a force in global trade since the days of the East India Company. There has been
a quantum leap, however, in the importance of multinationals from the pre-World War |

era.

« In addition to being major drivers of investment flows, multinational corporations
accounted for an estimated 25 per cent of the value of global output in 1998 and
their intra-firm trade for a third of world trade.

» Multinationals play a key role in disseminating technology around the world: 70 per
cent of all international royalties on technology involve payments between parent
firms and their foreign affiliates.

Migration

The expansion of the international economy that took place during the 19" Century
until the outbreak of World War | was accompanied by largely unfettered migration.
Around 45 million people emigrated from Europe between the beginning of the 19"
Century and World War | in search of land and opportunities for a better life. Levels of
global migration were subdued in the interwar period but resumed with the massive
population displacements following World War Il. In addition to flows of migrant labour,
a range of other people movements have developed, encompassing international
tourism, temporary workers, business travellers, students, refugees and asylum
seekers. Castles and Miller (1998, p.103) comment:

.. international migration has become a crucial part of global transformations. It is linked to
the internationalisation of production, distribution and investment and, equally important, to
the globalisation of culture. Even countries like Japan, which have tried to close themselves
off from foreign influences, are finding that participation in the international economy brings
migration and cultural change.

Sources: Mussa (2000), WTO (2000), Stoeckel et al. (1990), UNCTAD (1999 and 2000), BIS (1998), Held
et al. (1999).
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Greater openness of economies to international trade and investment in the post-war
period has also facilitated market integration.

Notwithstanding the remaining high levels of assistance for agriculture, textiles
and clothing, average tariff levels on manufactured goods in mgjor industrialised
countries have falen by 90 per cent since the end of the World War II.
Restrictions on direct investment in manufacturing have been reduced
substantially over the past decade in nearly all OECD countries, but controls on
foreign investment in service sector activities remain common. Many developing
countriesin Asiaand Latin America had moved from inward to outward-looking
trade and investment policiesin the 1980s.

Australia, which had amongst the highest tariffs of any OECD country and was a
late comer to trade reform, has opened its economy substantialy. Summary
measures now place Australia amongst the more open of OECD countries to
trade and investment (OECD 2000).

Increased cross-border activity has aso depended on growing confidence in the
broader institutional and regulatory frameworks which govern market exchange.
Enforceable contracts and property rights, and transparent regulation reduce the
riskiness of trade and investment in foreign countries. At the international level,
commerce has been facilitated by post-war cooperative efforts to build a network of
core market-supporting institutions including the GATT/WTO, the International
Monetary Fund and the World Bank.

Globalisation and national living standards

Globalisation is not, as often portrayed, a ‘race to the bottom’ (box 1.3). One of the
oldest and most enduring fallacies, for example, is that competition from low-wage
countries threatens overall living standards in developed economies. In practice, by
ensuring that an economy plays to its comparative strengths rather than tying up
resources in activities with poor returns, trade supports higher living standards in
both developed and developing countries. Trade enables access to cheaper, better
and different goods and services. It also provides access to new technology, and to
larger markets that allow specialisation and productivity improvement and keeps
domestic producers ‘on their toes’. The market opportunities provided to poorer
countries enable them to grow faster and to increase their purchases from devel oped
countries. While low wages in some less developed countries can provide a
competitive advantage in standardised labour-intensive products, low wages can
aso reflect low productivity — arising from a lack of skills and equipment, and
inadequate market institutions. Wage levels aone are not decisive in determining
where goods and services are produced.

8 ANNUAL REPORT
1999-2000



The fact is that there has been a remarkable transformation in average living
standards over the course of the 20" Century. At a time of unprecedented
population growth, not least because of increased infant and childhood survival
rates, real output per capita grew five-fold — with the bulk of the gain occurring in
the period since 1950. The richest quarter of the world’s population became almost
six times richer. The poorest quarter became almost three times richer (IMF 2000).
A broader measure of living standards would also take account of improvements in
life expectancy, literacy and other social indicators. Life expectancy in India, for
example, rose from 36 yearsto 61 yearsin the second half of the Century.

Critics of globalisation point to the growth of inequality between people in rich and
poor nations and the continuing extent of poverty in the world. Measures of
inequality are sensitive to the methodology and time period used. For example, the
growth in inequality is particularly pronounced if income divergence is measured by
comparing countries, but significantly less so when, more properly, counting people
(World Bank 2000). Indeed, the average per capita income growth of 70 per cent of
the population of developing countries exceeded that in industrialised countries over
the last three decades — reflecting economic growth in China, East Asia and India.
As Castles (2000a, 2000b) notes, inequality in the average income of people living
in the poorest fifth of the world and the richest fifth narrowed in the 1990s.
Nevertheless, at the end of the century there were still some 1.2 hillion people in
developing countries and the transitional economies of Eastern Europe living in
absolute poverty.

But it is clear that globalisation has not caused or worsened poverty. Indeed,
openness to trade and investment and greater access to the markets of developed
countries are important parts of the solution. The clear policy lesson of the past
century is that those countries which shut themselves off from the rest of the world
have done so at the expense of the living standards of their own people — including
access to basic healthcare, education and other community services.

When countries retreated into protectionism in the interwar period, compounding
the international financial crisis, growth in world per capita income was almost
halved.

Openness is not a sufficient condition for economic development, but it is an
essential ingredient. The series of in-depth country case studies sponsored by the
World Bank and others from the late 1960s to the early 1980s found that ‘ self-
reliance’ (or import-substitution) strategies performed very poorly compared
with export-oriented strategies. Much of Africa and Latin America has suffered
from poor growth rates while East Asia has prospered with the largest and most
rapid reduction in poverty in history, notwithstanding the temporary setback
caused by the recent financial crisis.
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Box 1.3 Globalisation myths
Will globalisation make us all paupers?

The argument that competition from low-wage countries threatens living standards in
developed countries currently finds expression in: ‘it's impossible for Australia to compete
with countries paying workers 60 cents a day’. Leaving aside strong counter-arguments to
do with productivity and comparative advantage, what evidence is there for this perceived
threat?

« Over the past 20 years, developing countries increased their share of Australia’s
merchandise imports from 24 to 35 per cent. However, Australia’s exports of goods to
developing countries grew just as fast. Developing countries as a whole now take 46 per
cent of Australian merchandise exports and purchase more from us than they sell to us.

- Despite claims about ‘deindustrialisation’ and a decline in the share of manufacturing in
GDP, the real output of the Australian manufacturing sector is now 50 per cent larger
than at the time of the 25 per cent tariff cut in 1973 and manufacturing exports have
increased four times in real terms. Exports of elaborately transformed manufactures
have increased even faster and accounted for two-thirds of Australia’s total exports of
manufactures in 1998-99.

« Protection does not preserve existing levels of employment, as the Australian
experience shows. In the decade to 1984, the effective rate of assistance to the TCF
industries increased by 12 per cent a year while employment fell by 3 per cent a year.

This is not to deny that many Australian workers in trade-exposed industries have been
displaced from their jobs as a result of import competition. And there is an ongoing debate
about how extensive an impact imports from developing countries have on wage levels in
developed countries. Most overseas studies suggest that trade may play a small role in
increasing wage disparities within a country but that the influence of technology on rewards
for skill is by far the dominant factor (Cline 1997 and Williamson 1997 survey the literature).
In Australia, Murtough et al. (1998) found that reduced trade barriers had not been a major
contributor to the increasing inequality of earnings or to unemployment over the last
decade and a half. The wage and employment effects of changes in trade barriers have
been overshadowed by technological change (requiring more high skilled labour) and by
other developments such as adverse shifts in international trading conditions for primary
commodities. More recently, de Laine et al. (2000) showed that increasing imports are not
leading to widespread change in the relative demand for skilled workers in Australia,
although exports appear to be spurring the demand for skilled workers.

Globalisation and rapid change inevitably have significant impacts on some people who are
the proper focus of policy concern. The provision of an adequate social safety net and
targeted assistance to address concentrated adjustment difficulties can help people adjust
to change better and increase