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1

THE NEED TO PRESS ON WITH REFORM

Australia’s most pressing economic and social problem is
unemployment. The recent economic downturn and the slow
and unsteady recovery have pushed the unemployment rate to
over 11 per cent. In response to the increase in unemploymernt,
there have been widespread calls to slow the reform process
— to put structural reform on hold. Some States have deferred
particular reforms and called on the Commonwealth to defer
further reductions in tariffs. But easing the pace of reform
now will not save jobs overall. To pause now will undermine
the process of change that is required to tackle underlying and

persistent unemployment in Australia.

Over a million Australians are
unemployed or too discouraged to
look for work. The economic and
social cost is enormous. Unem-
ployment and its associated
hardship must be tackled as a
priority, but not in ways which
will jeopardise future living
standards. Building on previous
structural or microeconomic re-
forms to deliver economic growth,
jobs and higher standards of
living is urgently required.

High rates of unemployment have
persisted for more than a decade,
pointing to an underlying struc-
tural problem that recovery alone
will not solve. There have been
claims that microeconomic reform

is largely to blame for present
high levels of unemployment.
This is not so. The bulk of the
recent increase in unemployment
was caused by the recession, with
structural reform playing a
relatively minor role (Box 1.1).

It is true that some workers have
lost their jobs because of struc-
tural change — the ongoing
process of adaptation of the
economy to changing economic
circumstances (Appendix A). But
structural change has also cre-
ated jobs — for example, there
are now more people in Australia
producing goods and services for
overseas markets than there were
ten years ago (Appendix B).




Box 1.1: How much has structural reform added to recent increases in
unemployment?

Structural (or microeconomic) reform involves dismantling barriers to
achieving greater efficiency. Examples include minimising restric-
tions on competition (eg tariffs and anti-competitive regulation),
‘commercialising’ government business enterprises and removing the
burden of unnecessary regulation and taxation.

While it is difficult to attribute unemployment to particular causes,
several features of recent increases in unemployment support the
conclusion that structural reform has played a relatively minor role in
adding to unemployment (Appendix D).

First, the recent decline in manufacturing employment follows the
pattern established in previous downturns. Since manufacturing is
the prime beneficiary of tariff protection, the impact of structural
reform on employment could be expected to be most evident in that
sector. But any new pattern that might be attributable to structural
reform does not stand out. In fact, manufacturing employment was
hit harder in the 1982-83 downturn than it has been recently. Yet
tariff reform gathered pace only in the late 1980s.

Second, employment in other sectors which have been less affected
by structural reform — such as in Construction and Wholesale and
retail trade — has contracted sharply (in this and the last recession).
The losses in these sectors have been especially evident in Victoria, a
State hard hit by recession. Indeed, in Victoria more people have lost
their jobs in each of the Construction, Wholesale and retail trade and
Finance, property and business services sectors than in Manufac-
turing.

To the extent that quantification has been attempted, between a tenth
and a fifth of employment losses have been attributed to structural
reform — see studies by the Economic Planning Advisory Council, the
National Institute of Labour Studies, the Reserve Bank and analysis
by the Department of Industry, Technology and Commerce of factors
affecting the textile, clothing and footwear industries.

These studies do not attempt to measure the employment opportuni-
ties that structural reform has created in other areas of the economy.
They therefore overlook the net beneficial effect of structural reform
on employment, especially in the longer term.




Unemployment and the pace
of reform

Employment opportunities for
those who lose their jobs for any
reason are very limited in the cur-
rent economic climate. It has
been argued that slowing the
pace of reform would allow at
least some to keep their jobs —
rather than further swelling the
ranks of the unemployed. But
would putting reform on hold
actually save jobs, and if so, is it
the best response to the problem?

The Commonwealth Government
has maintained its tariff-reduc-
tion program in the face of calls
for deferral or even abandonment
of current and planned cuts. It
has recognised that a tariff pause
would do little (if anything) to
save jobs. A pause now may
maintain some jobs in some
industries in the very short term.
But it will neither create (nor
save) jobs overall, for the fol-
lowing reasons:

o Easing the pace of tariff cuts
will not lessen the competi-
tive pressures on Australian
industry being generated by
overseas producers. Firms
everywhere are striving to
achieve a competitive edge —
whether by cutting costs,
improving quality or by
paying greater attention to
customers’ needs. Produc-
tion facilities continue to be
moved from countries like

Japan and Korea to places
such as Indonesia where
labour is cheaper. Pro-
tecting Australian firms from
the need to adapt and
respond to these challenges
by taxing imports is a self-
defeating strategy.

A tariff pause would create
uncertainty about the direc-
tion of government policy.
Business has stressed that
policy continuity is funda-
mental to creating a favour-
able investment climate.

A tariff pause would also
reduce growth prospects in
those industries waiting to
take advantage of cheaper
inputs as tariffs are cut. For
example, removal of the cur-
rent sugar tariffs would sig-
nificantly increase the com-
petitiveness of food proces-
sors.

Many firms have already
factored the tariff-reduction
program into their invest-
ment and longer-term
employment plans. Because
tariff reductions are being
phased gradually, a pause of
say 12 months would only
make a 2 or 3 percentage
point difference in protection
rates. A tariff pause may
therefore save relatively few
jobs — even in tariff-pro-
tected industries.




Equally, slowing the pace of — State Government regulations
reform in areas such as railways are denying the Queensland and
and electricity supply may shore Australian economies production
up some jobs temporarily; but and exports amounting to hun-
only at the expense of additional dreds of millions of dollars each

jobs in other Australian indus- year.

tries — where better rail services
or cheaper power would stimulate
growth. Deferring reform of
regulations will also cost jobs. In
Queensland — where 95 per cent
of the nation’s sugar is produced

Deferring reform would mean
having a less flexible economy as
Australia comes out of the reces-
sion. That would mean fewer and
less secure jobs in the future.

Box 1.2: Should foreign governments set Australia’s reform agenda?

There have also been calls to slow reform because the rest of the
world is not competing fairly. Proponents of this view point to the

incentives that foreign governments provide their industries and

argue that, until these are removed, Australia should not reduce

industry assistance. However, slowing the pace of tariff reform, for
example, would be at the continuing expense of efficient Australian
exporters, import-competing activities and the economy overall.

There is no sense in Australian governments raising costs for con-
sumers and efficient industries just because foreign governments
choose to lower the living standards of their citizens. It would make

no more sense than to ask Australian manufacturers, say, to con-

tinue carrying the burden of inefficiency on the waterfront or rail-
ways, for example, just because some foreign competitors are bur-
dened with similar inefficiencies.

There will always be some corruption of world markets. Nevertheless,
the Commission has found that export enhancement measures, for
example, are a small and declining feature of world trade. While pro-
tection is still high for agriculture, global markets for manufacturing
are relatively open — with notable exceptions such as garments and
footwear (IC 1992d).

Australia will be best served by pressing on with reform of the domes-
tic economy and acting aggressively against foreign impediments to
trade in international forums.




While some are calling for a
pause, their real agenda may well
be to derail reforms. The propo-
nents are likely to want more
than a pause of 2 or 3 percentage
points of tariff protection.

To give in to calls for a delay
would send the wrong signals to
industry. It would show that
lobbying for government assist-
ance can be more profitable in the
short term than finding ways to
improve long-term competitive-
ness. With that attitude, self-ser-
ving reasons for not resuming
microeconomic reforms would
multiply — the time would never
be right.

In short, a pause in the reform
process would not be effective in
saving jobs overall, even in the
short term. A pause now runs
the risk that the reform process
will lose momentum altogether.
Deferring reforms which have the
potential to confer wide-ranging
benefits would be at the expense
of taxpayers and consumers
generally. The cost to the nation
in terms of building opportunities
for growth and sustainable jobs
would be substantial.

The costs that widespread unem-
ployment impose have to be
acknowledged and addressed
(Box 1.3). But the focus also has
to be on new (and better) jobs for
the future. Rather than resisting

change, the challenge is to
encourage people to move with
least disruption into new jobs.

Structural reform is much more a
part of the solution than it is a
part of the problem.

Unemployment — the long-
term view

Recent attention on the economic
downturn has obscured the fact
that high wunemployment has
persisted for a long time. While
the 1980s were notable for
impressive job growth, this was
also a period of strong growth in
the number of job seekers (Figure
1.1). As a consequence, unem-
ployment has remained high.
Even before the onset of the
recent recession, there were
nearly 600 000 Australians out of
work.

Since a significant part of the
recent increase in unemployment
is due to a cyclical downturn in
the economy, appropriate
macroeconomic management and
improvements in the global
economy and Australia’s terms of
trade will be the main factors
contributing to growth in job
opportunities generally in the
immediate future.
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But reducing the underlying high
unemployment requires more
than successful counter-cyclical
macroeconomic management.
Just putting the economy back
on its long-term growth path will
not be sufficient. Even stronger
growth would be needed to
ensure that employment oppor-
tunities expand at a rate suffi-
cient to absorb those currently
unemployed, as well as new

entrants to the workforce.
During the high-growth period of
the 1980s, employment growth
exceeded labour force growth by a
margin that is high by postwar
standards. However, even if that
performance were now repeated,
there would still be around
750 000 (or over 7 per cent of the
workforce) unemployed at the
turn of the century (Appendix D).




Without major changes in the
way the economy operates, the
economic and social waste of
unemployment will persist.

Underlying persistent high
unemployment is evidence of
structural problems. The econ-
omy is not as flexible and respon-
sive to change as it could be.
Labour markets are not func-
tioning as well as they could — in
terms of encouraging people to
move to expanding areas of the
economy and equipping them
with necessary skills to under-
take the tasks involved. As a
result, opportunities to promote
more growth and create addi-

tional jobs are being lost.

Reform of labour markets can
raise productivity to support high
and rising standards of living and

create  employment  directly.
Reform directed to improving the
flexibility of wages between

industries and occupations, ‘and
of work practices, will create jobs
in the medium term. It will allow
better signals to be sent about
where particular skills are in
greatest demand, encourage
workers to move to available jobs
and to acquire skills that meet
the emerging needs of industry.
Opportunities to develop new
markets will be taken up more

Real GDP
N Unemployment
N Employment




Box 1.4: How will structural reform help create jobs?

The objective of structural reform is to remove impediments to firms
and industries using labour and management talent, capital, and
materials more productively. It also means that resources will be
drawn to industries and activities in which they can be most produc-
tive.

Greater productivity means that firms will be able to improve com-
petitiveness, and that means lower prices and/or a higher quality
product.

While higher productivity means that firms are able to produce the
same amount with fewer people, the gains in competitiveness mean
greater levels of production and that means more jobs.

The process of raising employment occurs in three ways:

) Lower prices (or better quality products) allow firms to expand
production to meet the resultant higher demand. In some cases,
greater productivity allows firms to meet the rising competitive-
ness of foreigners, so avoiding future job losses.

. Lower prices mean that consumers have more to spend on other
goods and services, so creating jobs in other industries.

) In the longer term, greater productivity means that investment in
new capacity is more attractive, and that also creates new
opportunities for employment.

Microeconomic reform is not the complete answer to boosting output
and creating employment. But, if underlying structural unemploy-
ment (persistent high rates and duration of unemployment) is to be
tackled, it is an essential ingredient.

readily and existing markets will
be able to be expanded —
together, this will contribute to
higher levels of employment.

improve Australia’s international
competitiveness, so that the
economy would grow faster (and
in a sustainable way). Greater

Further progress in a broad pro- flexibility and productivity mean

gram of microeconomic reform
aimed at tackling underlying
structural problems would

that more jobs could be created
without exacerbating inflation or
running up against balance of
payments constraints. Job




creation would be sustainable
(Box 1.4).

Keeping pace with the best

Australia has already taken some
important steps to improve pro-
ductivity growth through various
structural reforms. They are
starting to deliver benefits.

However, it is not simply a matter
of raising standards compared
with the past. If Australia does
not at least match the produc-
tivity  performance of other
nations, competitiveness and re-
lative living standards will decline
— even though performance may
represent an improvement on
past efforts (Appendix C).

In that light, available indicators
of Australia’s international
standing — limited and imperfect

though they may be — are cause
for concern. For example, Aus-
tralia has progressively slipped
down the ranking of OECD
countries in terms of per capita
incomes. And other countries in
the Asia-Pacific region are
catching up with us.

Putting the brakes on reform
while other countries press ahead
would condemn Australians to re-
latively lower standards of living.
The future of Australian industry
can only be secured by accepting
the challenges set by others, not
by hiding behind tariff walls or
appealing to governments for
other kinds of assistance. The
pace of improvements in produc-
tivity and competitiveness in
other countries reinforces the
need to press ahead quickly with
reform in Australia.
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2 LIFTING AUSTRALIA’S PERFORMANCE

Australia can raise its standard of living if people are given the
opportunity to be more productive and rewarded for their pro-
ductivity. The imperative is to act quickly and to tackle reform
on a broad front. Previous reform efforts are beginning to pay
dividends. However, in the light of what governments must do
to lift Australia’s economic performance, reform initiatives have
been lacking in number and scope.

The reform dividend

Community support for broad-
based reform that will boost
Australia’s productivity is
strengthened when people see the
benefits. Two years ago the
Commission estimated that
reforms in transport, communica-
tions, electricity supply, the
provision of water services,
contracting out part of public
sector activity and reductions in
manufacturing and agricultural
assistance would increase gross
domestic product in the longer
run by 6.5 per cent (or $22 billion
a year in 1988-89 dollars). Much
more is to be gained from
extending reform beyond these
areas to all parts of the economy
— particularly removing impedi-
ments to the efficient operation of
labour markets.

Despite the effects of the reces-
sion, reform efforts of earlier
years are producing positive
results in many areas of eco-
nomic activity (Box 2.1). They
have reduced costs for many
industries and consumers, and
increased choice and quality. The
burden on taxpayers from public
sector inefficiency has also been
lessened.

The dividend from other reforms
has not been so apparent. While
some benefits — such as price
reductions to consumers as a

‘result of tariff cuts — can flow

rapidly, the full benefits of other
reforms take time to materialise
and can accrue more widely
through the community than just
to users. For example, given the
long life of water assets such as
dams and pipelines, the dividend

11



Box 2.1: Examples of the reform dividend

Domestic air fares on major routes fell on average by 23 per cent from the
beginning of deregulation to the end of March 1992, and passenger traffic
increased 30 per cent in the year to April 1992.

Restructuring by the Civil Aviation Authority means that it will cut its
charges to industry in real terms by $96 million in 1992-93.

. Turnaround time for grain ships at Australian ports dropped from an average

of 4.5 days to 2.4 days by November 1991. The annual cost saving to farm-

_ers was estimated by the Ausvtralian Wheat Board to be at least $10 million.

According to the Reserve Bank the difference between the average interest

rate paid and received by banks fell from 5 percentage points in the early
1980s before financial deregulation to 4 percentage points or less in 1991.

In gearing up to meet competition from the second carrier, the Australian
and Overseas Telecommunications Corporation (AOTC) has reduced many
charges for long-distance daytime calls — a call from Melbourne to Sydney is
now 13 per cent below the rate a year earlier. '

Import tariffs were halved over the decade to July 1992. This meant, for
example, a duty saving to industry of some $2 100 per unit on the import
price of a $14 000 fork lift truck. For a household buying a family-sized

_fridge, there has been an average duty saving of $60. The abolition of quotas

on imported passenger motor vehicles has led to increased choice for con-
sumers (as importers have brought in full model ranges, rather than just ‘top
of the range’ models), reduced prices and better quality, and increased com-
petition from imports has pressured local producers to lift their game.

In the electricity supply industry, labour productivity rose by more than 46
per cent and real electricity prices fell on average by around 12 per cent
between 1987 and 1991.

Irrigators have gained from the limited moves to tradeable rights in water.
The Department of Water Resources in New South Wales estimated that
since their introduction in 1983 tradeable water entitlements have increased
the value of irrigation output in that State by $42.5 million.

Ongoing commercialisation and pricing reform of the South Australian
Department of Marine and Harbours has seen throughput per employee
increase by 37 per cent and real decreases in charges of 3.2 per cent since
February 1990.

The NSW Department of Public Works has contracted out and rationalised
services, reducing operating costs by $85 million annually.

12




from commercially oriented
investments in water infrastruc-
ture will take a considerable time
to accrue.

Reforms are also
environmental dividends which
are not always apparent. For
example, user-pays pricing for
water provides incentives to
conserve water and lessen the
adverse environmental impacts
associated with overuse. More-
over, some of the productivity
gains achieved in the water sector
have been taken in the form of
improved water quality and a
healthier environment. While this
means there is less to pass on in
the form of lower prices, these
improvements would have
required higher charges and taxes
in the absence of reform.

Part of the reform dividend can be
seen in the changing pattern of
Australian trade. The trade
orientation of Australian manu-
facturing, for example, has
increased since the early 1980s.
Manufacturing has become more
specialised. Growth in manufac-
turing exports has been strongest
in resource-related industries and
imports have grown in areas such
as electronic equipment, motor
vehicles, and industrial machin-
ery and equipment (Appendix B).

producing

Securing the dividend

In many cases competition will
ensure that the gains from
microeconomic reform are real-
ised and passed on to users.
However, in others, securing the
gains requires hard work and
negotiation by workers, managers
and users. The benefits to
wheatgrowers from a halving of
turnaround times for grain ships
was in no small way attributable
to the efforts of the grains
industry in forcing the issue.
Moves towards enterprise bar-
gaining open up the possibility for
improved work practices, but the
onus rests with workers and
managers in individual firms.

There is also more for government
to do to ensure the community
benefits from reform efforts. In
some areas, reform has produced
worthwhile productivity gains,
but the gains do not seem to have
been passed on to users. Ship-
ping is a frequently cited example
(Appendix H). Governments need
to revisit such areas to determine
whether there are remaining
impediments which need to be
removed to realise all potential
gains. In shipping, the retention
of cabotage is a restriction on fur-
ther competition that should be
addressed, and there are other
impediments which result from
the operation of shipping confer-
ences.
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Box 2.2: Consolidating reform and new initiatives: some examples

¢  The Commonwealth, States and Territories have confirmed that
mutual recognition of each other’s regulations for goods and
occupations will apply from March 1993. The removal of regula-
tory impediments to the creation of a national market will
provide substantial benefits to industry and consumers.

. Agreement was reached in May 1992 to develop an interstate
electricity transmission network across the eastern States and to
the principle of separating generation and transmission func-
tions. Endorsement is still required of the Commonwealth’s pro-
posal to form a separate national grid corporation. This will
promote competition in generation and distribution, and help to
ensure efficient energy supplies for Australian businesses and
consumers.

. Commonwealth funding of $454 million for rail infrastructure
should see greater efficiencies in Australia’s rail systems in that
it is conditional upon new labour arrangements and commit-
ments from the States to accelerate reform of their rail systems.
In Queensland, the royalty element from coal rail freight charges
(for new mines and expanded output from existing mines) has
been replaced by a more transparent royalty system.

e The Commonwealth adhered to its tariff reduction program,
maintaining pressure on industry to be more efficient and
internationally competitive.

. Qantas and Australian Airlines are to be privatised, Qantas and
New Zealand carriers allowed to fly domestically and additional
Australian carriers allowed on international routes by 1993.
This should lead to lower fares and better services.

. A second telecommunications carrier (Optus) has commenced
operations in cellular mobile communications providing competi-
tion for AOTC.

The wider the coverage of reform consolidation of reforms announ-
programs and the greater the ced in earlier years and some new
involvement of all tiers of gov- initiatives (Box 2.2). Appendix F,
ernment, the greater is the likely which was compiled with the help
reward. The past year has seen a of the States and Territories, lists
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their reform initiatives in the past
year.

But there has also been some
slippage in the reform effort (Box
2.3). Clearly, much more

remains to be done.

The gains from reform in one area
can help to alleviate adjustment
costs elsewhere. But to make one
element of reform, say tariff

Box 2.3: Slippage in the reform effort: some examples

The past year saw some reforms deferred or forgone and decisions

taken to selectively increase industry assistance.

wealth level for example:

At the Common-

. the National Road Transport Commission has backtracked
somewhat from the better road charging policies first envisaged;

. inspection of imported foods has been increased — costs will be
raised without demonstrable offsetting benefits;

. by granting access to anti-dumping measures in a wider range of
circumstances, the Government has created more scope to
invoke the system as a form of industry assistance;

. the Government deferred further phasing down in export subsi-
dies to the dairy industry until 1993-94 which means continuing
higher prices for Australian consumers. The industry will retain
a higher level of support than industry generally at the end of its

phasing arrangements;

. reform of regulatory and marketing arrangements for the Aus-
tralian sugar industry has been delayed pending yet another
consideration of options by a task force which relies largely upon
representatives of Australia's sugar industry;

. without prior public review the Government imposed a $12 000
per unit duty on volume imports of second-hand vehicles
(essentially from Japan) to protect already highly assisted
Australian vehicle producers; and

. as part of a package of additional adjustment measures for the
textile, clothing and footwear industry, assistance will increase
for footwear production through the reduction of duties on foot-
wear parts and to textiles through the introduction of overseas
assembly provisions for selected clothing companies.
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reductions, conditional on other
reforms in the economy would
delay reform. At worst it could
cause the reform process to be
paralysed. Exposing formerly
protected areas of the economy to
international competition is
generating pressures for improved
performance in other areas.
Tariff reductions have a strategic
role in forcing the pace of
microeconomic reform generally.
Rather than slowing the pace of
reform where adjustment pres-
sures are being felt, governments
need to directly tackle impedi-
ments which stop desirable
adjustments from taking place.

The reform agenda

If Australia is to continue as a
nation capable of sustaining high
levels of real wages it must
continually - strive to improve all
facets of the economy. The pro-
cess of economic and structural
reform is ongoing. One of the
biggest immediate challenges fac-
ing Australia is to improve
workplace productivity, the
flexibility of the labour market
and Australia’s education and
training systems.

Economic infrastructure has
already received considerable
attention, but there is more to be
achieved. Some indication of that
agenda is given by the Commis-
sion’s recently completed inqui-

ries — water resources and waste
water disposal and intrastate
aviation regulation and aviation
infrastructure — as well as its
continuing inquiries into mail,
courier and parcel services, and
port authority services and
activities.

Governments need to extend their
reform agendas to encompass ar-
eas of social infrastructure and to
build on earlier reforms of
industry assistance and regula-
tory policies.

Education, training and the work-
force

Firms need highly skilled, well-
trained and adaptable people if
they are to compete internation-
ally and create sustainable jobs
in the long term. Any impedi-
ment to the development of skills,
or the application of those skills
within firms, must be removed.

There is a spectrum of labour
market arrangements in Austra-
lia. One end operates under
strict paid-rates industrial
awards. This market is the least
flexible.  Often, establishments
operating under these arrange-
ments are large. They operate
mainly, but not exclusively, in the
public sector. At the other end,
firms operate under minimum-
rates awards and generally have
very flexible in-house work
arrangements which are very
responsive to changing market
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circumstances. Here, firms tend
to be smaller and are less likely to
be market leaders. The organisa-
tion of labour varies markedly
over this structure, ranging from
areas that are heavily unionised
(sometimes with a multiplicity of
unions) to areas where union
membership is negligible. A
further complication is that many
professions (for example, law-
yers), while not unionised in the
traditional sense, are regulated
with substantial barriers to entry.

Firms operating in the most
regulated part of the labour
market would gain most from
enterprise  bargaining  which
reflects the needs of employers
and the aspirations of employees.
This would build on the restruc-
turing of industrial awards which
has already begun. Strength-
ening the link between the profi-
tability of the firm and the welfare
of its employees can create a cli-
mate where ongoing productivity
improvements become the objec-
tive of both management and
staff. Establishments in the
public sector which have not yet
felt competitive pressures need
considerable reform. Workplace
reform in the health and railway
industries, for example, has
lagged.

While firms in the more deregu-
lated  environment of the
minimum-rates awards may have
less to gain, significant gains are
still possible. This is recognised

to the extent that recent amend-
ments to the Commonwealth
Industrial Relations Act have
made certified agreements easier
to obtain. Yet, the current award
arrangements preclude significant
determinants of competitiveness
— such as hours of work or shift
arrangements — being varied,
without recourse to the Industrial
Relations Commission or State
Industrial  tribunals. This
requirement can be time con-
suming, costly and very confusing
for small- to medium-sized firms.

A start in removing rigidities has
been made in areas such as
training, enterprise bargaining
and the portability of superan-
nuation. But a lot more needs to
be done if inroads are to be made
into high unemployment, and if
high living standards are to be
regained and shared through
sustainably high wages and
salaries.

Education is the foundation for
the development of general skills
and flexibility. The pay-off is long
term. Nevertheless international

comparisons indicate a strong
link between education and
productivity. But perennial

questions about what kind of
education is being delivered and
how well it is being delivered are
coming into sharper focus in the
debate about how education can
lift productivity.
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Training is an important element
in raising specific skills in the
workplace, and improving flexi-
bility by easing the transition
between jobs and facilitating the
introduction of new technologies.
Typically, training can increase
productivity more quickly than
formal education. And training
can help managers to develop the
skills they need to use the skills
of the workforce.

In some industries the amount of
training provided by Australian
companies to workers is much
less than in other countries (Box
2.4). But explaining Australia’s
training performance requires
careful analysis, including an-

alysis of wider labour-market

issues.

The incentives for firms to provide
training are likely to be weak

wherever they cannot get a
sufficient return from their
efforts. Workers’ attachment to

firms is generally low in Australia
by international standards, giving
firms less opportunity to recoup
the costs of training. The incen-
tives for firms to provide training
would be increased if they had
the flexibility to immediately use
enhanced skills to raise produc-
tivity. While the emphasis on
training through the Technical
and Further Education (TAFE)
system is laudable, unnecessary

18




or cumbersome accreditation
procedures which hamper firms
making use of acquired skills

should be removed. Similarly,
demarcation lines between
unions and outmoded job
descriptions should not be

allowed to impede initiatives by
firms to achieve cross-skilling and
other workplace efficiencies.

The incentives for people to
undertake training would be
improved if they could be
rewarded for wusing acquired
skills. Increased flexibility in
wages and conditions would allow
current and prospective employ-
ees to judge where skill shortages
are greatest and where there
would be pay-offs to additional
training. More closely aligning
remuneration to skill levels would
see some unwinding of currently
compressed wage relativities.

The task of upgrading skills and
increasing flexibility = through
training requires broad, compre-
hensive and far-reaching reform.
Governments have made a
number of changes to formal
education and training arrange-
ments, and further measures are
on the agenda for consideration.
Reforms need to lead to an
education, training and retraining
system sensitive to emerging
opportunities for skilled employ-
ment.

Economic infrastructure

Australian industries cannot be
internationally competitive with-
out world-class ports, railways,
roads, power and communication
systems. Our geographical
isolation and size heighten the
need for cost-effective and reliable
infrastructure services.

The Commission’s inquiry work
has established the importance of
making better use of existing in-
frastructure and improving the
way further investments in this
area are evaluated. To achieve
this, the incentive structures for
service providers and users have
to be put right. Greater competi-
tion in the provision of services,
processes which promote cost
minimisation and efficient pricing
of services, corporatisation and
privatisation are examples of poli-
cies which can be applied in the
case of government business
enterprises (Appendix E). How-
ever, case-by-case assessment is
needed.

In the water sector, for example,
the scope to introduce competi-
tion is limited. @ Most of the
potential efficiency gains stem
from pricing reform, transferable
water rights to get water to its
most economic use, and
increased commercial disciplines
within government-owned water
authorities.

The gains from pricing reform are
much larger than is commonly
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supposed. Some water users are
currently supplied at prices well
below cost, and urban users are
often not charged according to
use because water rates are
based on property values. A
major part of pricing reform is to
ensure that users pay directly for
each litre of water consumed.
Where pay-for-use pricing oper-
ates, water consumption and the
costs of treating waste water have
been reduced, and savings made
through deferring investment.
User-pays pricing affects current
usage and can guide future
investment. While price increases
can disadvantage user industries,
keeping prices artificially low
would discourage conservation
and mean continuing low returns
on public investments, higher
taxes, more debt or reduced
spending elsewhere.

The Commission’s inquiry pro-
gram has brought home yet again
the need for careful appraisal of
infrastructure investments. The
lack of proper investment
appraisal has led to 'gold-plating'
of facilities and significant over-
investment across a range of
infrastructure, at great cost to the
community. Before they are
approved, new investments
should have realistic prospects of
supporting prices sufficient to
fully recover costs, including a
return on capital. Greater public
disclosure of investment plans
and project analysis would disci-

pline investment policies of
governments and authorities.

There is also some potential,
however, for rate-of-return targets
and dividend policies to become
taxation by stealth, particularly
when governments are under
severe financial constraints.
Many government business
enterprises are sole suppliers and
thus have considerable scope to
adopt cost-plus pricing strategies
to meet rate-of-return targets.
This underlines the importance of
introducing, where practicable,
competitive disciplines in the pro-
vision of infrastructure services.
In cases where this is not practi-
cable, some form of public
monitoring of performance is
required.

Social infrastructure

Efficiency is no less important for
social infrastructure — such as
the provision of public housing,
urban facilities, health care,
education, training, community
services, and in other areas of
government responsibility such
as defence and public administra-
tion generally.

Given the large costs of social in-
frastructure and the need to
allocate resources between
competing priorities, investment
processes must be responsive to
changing demand. Yet the Com-
mission found in its inquiry into
exports of education services that
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current arrangements for funding
higher education for domestic
students are flawed. Without a
mechanism which takes better
account of the costs and value to
society (and to students) of the
education services  provided,
decisions by government and
institutions as to how many
places there are and how they are
allocated will very likely be
defective.

Inefficient public services detract
from society’s ability to assist the
disadvantaged. The Commis-
sion’s recent inquiry into the
export of health services noted a
number of factors impeding the
efficient delivery of health services
to both domestic and foreign

patients. These include policies
which encourage over-use of
hospital services (and thus
increase waiting lists), and

funding arrangements for public
hospitals which provide strong
incentives for cost containment,
but only weak incentives for
improved efficiency and produc-
tivity.

Regulation and assistance
policies

Pruning back unnecessary social
and economic regulation, mini-
mising the burden of taxation and
continuing reform of industry

assistance policies will lift
Australia’s economic perform-
ance.

It is also important that environ-
mental regulation be efficient.
Ensuring the better use of
natural resources and generally
improving environmental out-
comes are necessary conditions
for improving the well-being of
Australians. Getting prices right
for natural resources — such as

water — provides incentives to
conserve them and lessens
adverse impacts. Improving

institutional arrangements which
allow for the use of market-based
mechanisms — such as transfer-
able catch quotas for fish and
transferable water rights — can
provide a cost-effective means of
addressing certain types of
environmental issues. Neverthe-
less, not all environmental
problems are able to be addressed
in this manner. Some aspects
presently cannot be measured;
others require ethical decisions
via the political process. Closer
integration of economic and
environmental considerations in
decision making can help to
ensure that environmental goals
are achieved without wunduly
impeding industry development
and job creation.

In other areas, there is scope for
regulation to produce better
economic  outcomes. For
example, there would be benefits
from extending the reach of pro-
competitive regulation to include
state government business
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enterprises and the professions
(Appendix G).
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THE COMMISSION’S ROLE IN THE
REFORM PROCESS — NEW DIRECTIONS

The Commission has been given a challenging role in
extending the scope of the reforms that governments must
undertake to lift Australia’s economic performance. It has been
asked to contribute to improved efficiency in the Australian

economy on a broad front.

On 13 May 1992, the Treasurer
announced an expanded role for
the Commission (Appendix O).
While its major focus is to remain
on broad-ranging inquiries
similar to those undertaken for
some years now, the Treasurer
announced that the Commission
would receive a new class of
reference, termed industry devel-
opment references. The Govern-
ment is also seeking greater
involvement from the States and
Territories.

Broad-based references

At the centre of the Commission’s
work of recent years have been
key areas of microeconomic
reform which impact on a wide
cross-section of the Australian
economy. Such inquiries have
included energy generation and
distribution, railways, water,
postal services and ports. It is

now some years since the Com-
mission’s work focussed on tariff
assistance. Indeed, of the 13
reports submitted in 1991-92,
only two were concerned with
questions of protection from
import competition. Even in
these cases the Commission’s
proposals did not centre on tariff
issues.

In addition to building on recent
work on key areas of infrastruc-
ture, the Commission will shortly
be looking at factors affecting the
operation of labour markets, the
provision of social infrastructure,
urban environmental issues, and
aspects of technology policy.
These issues are of interest to a
wide audience in the community
as well as to all tiers of govern-
ment. For example:

. In identifying the barriers to
industry restructuring in
regional areas, the Commis-
sion’s inquiry will be raising
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awareness of impediments to
the mobility of people and
other labour market
arrangements, and how the
availability of government
services affects adjustment.

e The inquiry into workers
compensation will examine,
among other things, the
extent to which this sub-
stantial labour on-cost is
provided effectively and effi-
ciently.

. The Commission is
addressing a range of social
and economic issues which
help determine the quality of
daily life in Australian cities
in its inquiry on the impact
of taxation and financial
policies on patterns of urban
settlement. = The Comimis-
sion’s work on social infra-
structure will be extended in
the inquiry on public
housing, which will consider
options for delivering
housing objectives as effi-
ciently as possible. The
inquiry on urban transport
systems will deal not only
with the efficiency of those
services but also how best to
tackle the impact of trans-
port systems on urban envi-
ronments.

The Commission has a role to
play in opening to public scrutiny
other areas of social infrastruc-
ture and policy, and the efficiency
with which government adminis-

ters social and other programs. It
also sees labour market oper-
ations and related education and
training arrangements as priori-
ties.

Industry development refer-
ences

The new industry development
references are intended to sup-
plement the Commission’s broad-
ranging inquiry program, rather
than replace it. In announcing
this new class of reference, the
Treasurer indicated that they
would “ allow the Commission to
extend its vision in such a way
that it can make a positive
contribution to industry develop-
ment in a low-tariff environment.”
The references will require the
Commission to “ investigate
opportunities for growth in speci-
fied industries where, prima facie,
Australia ought to have compara-
tive advantages.”

The Commission will be asked to:

e  expose and quantify
impediments to growth of
such industries;

e investigate industry
strengths and weaknesses;

e identify ways by which
industry can improve its own
prospects; and

e find ways of “ optimising the
circumstances and prospects
of specific industries.”
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Contribution to removing impedi-
ments to growth

The Government has indicated
that exposing and quantifying
impediments to growth will be
one of the central concerns of
industry development references.
The new style of reference should
offer further opportunities to
remove impediments to better
performance on the 'supply side'
of the economy — impediments
which constrain the international
competitiveness of Australian
industries. = They should thus
complement the Commission’s
other inquiry work which tackles
impediments to growth on a
broad front.

The new references are industry-
specific in nature. This will
provide opportunities to focus on
how particular user industries
are adversely affected by ineffi-
ciencies elsewhere in the econ-
omy in a way that is tangible.
Such practical and accessible
illustrations of the adverse effect
of constraints on the supply side
of the economy can be an import-
ant element in building a con-
stituency in favour of changes
which benefit the community
generally.

Industry development references
will also serve as a channel to
monitor progress on reform in
related sectors of the economy, to
assess their impact on the
industry under review and to

ascertain whether the gains from
reform are being passed on to
user industries.

By looking at the whole range of
factors which impact on par-
ticular industries, detailed
industry-specific  investigations
can also help to clarify and
prioritise the broad agenda for
reform. Indeed they may open up
new opportunities and build
momentum to expand the reform
agenda. For example, there is an
invitation to examine labour-
market issues in an industry-
specific context which can help to
lay foundations for greater flexi-
bility required at the enterprise
level. This opportunity is
enhanced by the pressure that
movements towards enterprise
bargaining are creating to identify
the scope for improved work
practices and other productivity
improvements within industries
and firms.

While industry  development
references provide the ability to
remove impediments to better ec-
onomic performance, the
industry- (or product-) specific
nature of this new class of
reference limits the contribution
they can make. Where regula-
tions or other obstacles holding
back an industry are specific to
that industry, they can be thor-
oughly examined in the context of
an industry development refer-
ence, and a plan of action to
remove the obstacle recom-

25



mended. But when the impact of
regulation or other factors is
broader than on the industry
under review, the scope for
identifying impediments and,
more particularly, dealing with
them may be more limited.

A product-specific inquiry may
establish, for example, how taxes
and depreciation allowances
impact on the cost structure of
the industry under reference.
But to establish whether such tax
rates and allowances are appro-
priate or efficient requires a
detailed understanding of the
overall taxation system. In many
cases, this will be beyond the
practical limits of individual
industry development references.
The Commission will be in a
better position to make informed
judgments if the impediments
identified have already been
covered by the Commission’'s
broad-based inquiry program.

Market prospects

The new references also carry an
expectation that the Commission,
through its public inquiry pro-
cess, will be able to make more of
a contribution to assessing the
market and growth prospects for
specific industries. = Enhancing
understanding of demand factors
can make a contribution to the
reform effort. But it also requires
careful handling if undue expec-

tations within industry are to be
avoided.

An understanding of market
prospects for specific industries
can work towards alleviating
supply-side constraints on
industry. It can:

. draw attention to develop-
ment potential which will not
be realised unless supply-
side bottlenecks are
removed;

. assist public understanding
of the impact of inefficient
policies on individual indus-
tries; and

e  build pressure on suppliers
to accept reform.

Enhanced  understanding  of
demand factors underlying
industry growth potential should
not create an expectation that
government  will underwrite
investment. Demand analysis
undertaken by the Commission
will not be a substitute for private
sector decision making. It will in
no way alter the responsibility
that must lie with individual
firms to determine whether
particular investments are com-
mercially justified.

Maintaining an economy-wide
perspective

The new directions in which
industry development references
lead will not diminish the import-
ance of the Commission taking an
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economy-wide view — one which
takes account of inter-relation-
ships between industries, con-
sumers and taxpayers. The
requirement to take that view
remains central to the Commis-
sion’s role and is embedded in the
Act of Parliament under which it
operates. This perspective will be
applied to industry development
references, as it is in all other
inquiry work.

It is also important that the more
specific focus of the new industry
development references does not
recreate a momentum for ad hoc
compensation to specific indus-
tries for impediments that would
generate greater gains if tackled
directly. A recent example of a
government decision to provide
compensatory assistance was the
introduction of a citric acid
bounty partly on the grounds of
offsetting government-induced
distortions to the price of sugar in
Australia. In past industry-
specific inquiries, it has been
common for the Commission to
receive requests for compensatory
assistance or requests to slow the
pace of tariff reform until other
reforms are completed.

An over-riding consideration is
that the Commission continues to
make the most effective contribu-
tion to microeconomic reform.
This requires a balance to be
struck between industry devel-
opment reference work and
broad-based inquiries. As

stressed in Chapter 2, the broadly
based reform program has put
significant runs on the board, but
the need is to press on and
indeed expand the coverage of the
program. The Commission has
finite resources at its disposal.
Indeed, with the inevitable
dislocation associated with the
move to Melbourne, including the
loss of experienced staff, the
Commission’s ability to meet its
workload will need to be carefully
managed.

Greater involvement of States
and Territories
The new directions foreshadowed

for the Commission will see an
enhanced role for the States and

Territories. This is welcomed by
the Commission. The changes
will mean:

. a greater role for the States
and Territories in proposing
and developing references to
the Commission;

. explicitly  requesting the
Commission to address the
practical issues of imple-
menting its recommenda-
tions — such as phasing and
sequencing, the desirability
and level of adjustment
assistance, the role of dif-
ferent levels of government,
and the appropriate agencies
to both drive and co-ordinate
change; and
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. establishing agreed pro-
cesses for consideration and
where appropriate joint con-
sideration of Commission
reports by the Common-
wealth and the State and
Territory Governments —
and seeking an undertaking
from them to publicly
announce responses within a
reasonable time frame.

The States and Territories have
become increasingly active par-
ticipants in Commission inqui-
ries. Service provision in areas
such as the railways, energy gen-
eration and distribution, water
resources and waste water dis-
posal — which have represented a

large proportion of the work pro-
gram — are almost the exclusive
province of the States and Terri-
tories. Thus, in the recent
inquiry into water resources and
waste water disposal the Com-
mission visited and was wel-
comed by all State and Territory
Governments. They all co-oper-
ated with the inquiry, presented
substantial submissions and
most attended public hearings.

The initiatives announced by the
Government will build on the co-
operation which has already
developed between the Commis-
sion and the States and Territor-
ies.
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4 OPERATIONS OF THE COMMISSION

This chapter details the operation of the Commission over the
last year, including management of the Commission’s human

and financial resources.

The role of the Industry Com-

mission

The Industry Commission is the

Commonwealth Government’s
major review and inquiry body in
industry matters. Its expertise is
in examining microeconomic pol-

The Commission at a glance

Inquiries

References on hand as at 30 June
References received

Reports completed

Staffing
Holders of Public Office
Senior Executive Service
Other staff

Total

Expenditure

Salaries and allowances
Holders of Public Office
Senior Executive Service
Other staff

Administrative expenses
Property operating expenses
IMPACT Project

MONASH Project

Total expenditure

1990-91 1991-92
11 7

10 8

9 13

30 June 1991 30 June 1992
15 11

18 18

215 210

248 239
1990-91 1991-92
775 900 711 500

1 334 900 1 394 800
7 499 100 7 817 100
4 032 600 4 368 500
1 773 000 2 183 400
147 000 203 000

0 100 000

15 562 500 16 778 300
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icy issues. Its functions are:

. to hold public inquiries and
report on matters referred to
it by the Government;

. to undertake activities
incidental to its inquiry func-
tion — such as advising on
business regulation, and
publishing information pa-
pers to enhance community
understanding of industry
policy issues; and

. to report annually on the
economic performance of
industry and the effects of
assistance and regulation on
industry and the economy.

The operations of the Commission
are governed by the Industry
Commission Act 1989. The Com-
mission operates on three funda-
mental precepts:

. it is an independent advisor
on industry policy matters,
free of executive/administra-
tive responsibilities;

. its inquiry procedures are
open and public, providing
the opportunity for com-
munity input to and scrutiny
of the advice the Commis-
sion provides to Australian
governments; and

. it approaches industry policy
issues from the perspective
of the community as a whole
— rather than the interests
of any particular industry or

group.

The Office of Regulation Review
within the Commission is respon-
sible for examining and advising
the Government on proposed
business regulation.

Inquiry program

The Commission identifies and
assesses opportunities to improve
society’s well-being through the
public inquiries referred by gov-
ernments.

The Commission’s inquiries
improve policy-making by
providing information and an

opportunity for public scrutiny of
claims by those potentially
affected by change. Inquiry
reports also provide a unique
opportunity to raise public
understanding of various policy
issues.

The Commission had a challeng-
ing inquiry load during 1991-92.
At the beginning of the year, 11
inquiries were on hand. Eight
new references were received and
13 reports were completed during
the year, and 7 references were
on hand at the end of the year
(Figure 4.1).

On 20 August 1991, the Treas-
urer announced the Commis-
sion’s work program for 1991 to
1993. Details of the inquiries
announced and those since
received are provided in Box 4.1.

In addition, the Commission
received a reference on port auth-
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1991-92

Inquiries in progress before or after

Note: An Inquiry commences when its Terms of Reference are received and is completed when the final report is signed.




ority services and activities in . improving the performance

March 1992. of Commonwealth and State
I . . government business enter-
nquiries completed during ,

1991-92 addressed many issues prises;

in microeconomic reform and <  integrating  environmental
industry policy including; and conservation goals into

economic policy making;

Box 4.1: Announced work program through to 1993
References to be sent in 1991 and 1992:

.

.

e

mail, courier and parcel services
national procurement development program
implications for Australia of firms locating offshore (*)

land use planning (since entitled taxation and financial policy
impacts on urban settlement)

horticulture (including an interim report on the effectiveness of
the Australian Horticultural Corporation)

regional impediments to industry restructuring (*)
book bounty

end-use by-laws for chemicals, plastics and inputs to paper and
printing (*)

urban public transport including rail (*)

national industry extension service (*)

meat processing (*)

grants for industry research and development (*)
workers compensation (*)

competition in the professions (*)

provision of public housing (*)

References to be sent in 1993:

tobacco (¥)
long term agreements (*)

(*) references not received as at 30 June 1992
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. aspects of taxation policy,
labour-market arrange-
ments, commercialising
research and the efficiency of
capital markets;

. impediments to the efficient
export of health and educa-
tion services and the impli-
cations for the provision of
these services to Australians;

. industry assistance, mar-
keting and regulatory issues,
including assistance pro-
vided by foreign governments
to their exporters.

The Commission has moved well
beyond inquiries which focussed
on tariffs and small parts of
manufacturing. An indication of
the range of issues covered
recently is provided in Boxes 4.2

to 4.5. Further details of the
inquiry program are in
Appendix M.

The Commission uses a range of
techniques to gather information
(Appendix L):

. Commissioners and staff
travel extensively to discuss
inquiry issues with inter-
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Box 4.3: Costs and benefits of reducing greenhouse gas emissions
(Report no. 15)

Atmospheric warming is a potentially serious and wide-ranging envi-
ronmental problem. An international meeting in Toronto in 1988
suggested that in an effort to redress the problem, emissions be
reduced globally to 80 per cent of 1988 levels by 2005.

Australia adopted this as an “ interim planning target ”, subject to an
evaluation of net economic impacts, and on the participation of major
greenhouse gas producing countries.

There are clearly costs involved in greenhouse gas reducing strat-
egies. Commission modelling indicates that the adoption of the
Toronto target for carbon dioxide emissions would lead to a decline in
Australia’s national income in the vicinity of 1.5 per cent.

The consequent benefits of emissions reductions are more difficult to
quantify. Even the degree to which possible global warming is occur-
ring is uncertain and prediction hazardous and imprecise. But where
scientific orthodoxy is accepted, there remains uncertainty as to the
impact of global warming, especially at a regional level; and given
known impacts, the assigning of monetary values would be extremely
difficult.

The Commission drew a number of conclusions from examining the
costs of meeting reduction targets in its review. These were that:

L costs would rise steeply with any deeper cut in emissions;

e costs would be higher if emission reductions were achieved
through regulatory controls rather than market-based measures
such as taxes and tradeable emission permits;

. adjustment costs are likely to be important and would be con-
centrated in particular industries and regions;

. reducing carbon dioxide emissions would be cheaper than
reducing methane emissions; and

. technological changes such as the development of cost-effective
renewable energy sources would lessen costs.

The Commission also concluded that unilateral (or small group)
action would be ill-advised, since the costs would be comparable to
those from global action, with negligible potential for climate-related
benefits.
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ested parties and to conduct
public hearings.

Associate Commissioners are
appointed to sit on particular
inquiries.

Staff are seconded and con-
sultancies arranged where
necessary to supplement

can Dbenefit from expert

input. For example, 75
people from State and
Commonwealth govern-

ments, conservation groups,
trade unions, universities
and industry attended the
workshop on economic mod-
elling of greenhouse abate-

available in-house expertise. ment strategies.

. The Commission also holds
workshops so its analysis

Box 4.4: Review of overseas export enhancement measures
(Report no. 22)

There have been calls for Australia to emulate the export enhance-
ment schemes used by other countries.

Export enhancement measures, while undoubtedly beneficial to those
firms receiving assistance, impose a direct cost on the community
through increased taxation requirements. Subsidies also attract
resources away from more productive (unsubsidised) endeavours.

Much effort in recent years in international forums such as the GATT
_has been devoted to the restriction of export enhancement measures
_which distort and restrict trade. This and other factors have led to a
decline in export enhancement measures as a feature of world trade,
except in the area of agricultural trade. The general trend is particu-
larly noticeable in the case of the fast growmg economies of the Asia-
Pacxﬁc region.

Australia’s interests will be best served by seeking to prbmote the
processes of the GATT and other multilateral bodies in reducing
export enhancements and other impediments to world trade.

The Commission’s review confirmed that Australia has nothing to
gain from the selective targeting of exports. However, gains could be
made through lowering as much as possible the tax burden on
industry and fostering a stronger export culture throughout the
community, in the interests of achieving greater international com-
petitiveness.
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Evaluation of inquiry performance  the effectiveness of its inquiries,
reaction to reports would be
monitored and, for selected
reports released in the previous

The Commission’s 1991 corporate
plan committed it to evaluate its
inquiry performance. To gauge

Box 4.5: The National Procurement Development Program
(Report no. 20)

The National Procurement Development Program (NPDP) seeks to
facilitate a greater level of collaboration between government agencies
and industry in the trialling of new products for future government
procurement by providing non-repayable subsidies to local suppliers
for collaborative projects with government.

Such subsidies are justified in circumstances where the total Aus-
tralian benefit of R&D development exceeds that accruing to the pro-
ject partners and the efficiency losses and scope for government
failure are within acceptable limits. However, the Commission found
that the NPDP did not rigorously test for these circumstances. In
fact, the program was being used to sponsor projects on the grounds
that they appeared commercially viable if taxpayers funded a share of
the costs. It was also clear that some applicants were using the
NPDP as a cheap source of funds for projects — some of which could
have proceeded without assistance.

The Commission’s review highlighted a number of problems relating
to project accountability and evaluation of the scheme:

e Many of the projects funded had received assistance (in earlier
stages) under other R&D assistance programs, making attribu-
tion of results to the program difficult, and clouding any
assessment of the assistance given.

e There was a tendency to measure the success of a program on
the commercial successes of a few of the projects sponsored, and
by comparing gross sales with the cost of support from the NPDP
program. Such a comparison does not address whether, overall,
the program increases value added relative to other investments.

e More attention to objectives and design of the program is
required. There is a danger of damaging Australia’s competitive-
ness by encouraging subsidy dependence and weakening the
capacity of markets to determine R&D priorities.
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12 months, an assessment pre-
pared of their impact on the
reform process.

The Commission arranged a con-
sultancy to canvass a cross-sec-
tion of policy advisors and
opinion leaders for their views on
the effectiveness of those reports.
The survey highlights the difficul-
ties of assessing the Commis-
sion’s performance when views on
its work are so diverse. The con-
sultant’s report is available from
the Commission and is summa-
rised in Appendix N.

General reporting and
research

Its annual report is a major ve-
hicle for the Commission’s
reporting on the performance of
the Australian economy and the
conclusions drawn from its
research program. The Commis-
sion also published information
and other papers as part of its
general reporting program
(Appendix L). Papers and
speeches for conferences, work-
shops and seminars were also
prepared by Commissioners and
staff.

The Commission’s corporate plan
identified research priorities for
the period to 1994. They are:

e  economic adjustment - suc-
cesses and failures;

° labour market issues;

o environment and natural

resources;

. competition policy; and

e ways of improving the per-
formance of the public
sector.

Assistance measurement and
evaluation

Updated estimates of assistance
to agriculture and mining are in
Appendix K. Assistance esti-
mates for manufacturing and
agriculture are being rebased and
the methodology, procedures and
data sources reviewed. This has
meant that updated manufac-
turing assistance estimates
cannot be published until 1993.
An aggregated version of previ-
ously published estimates of
manufacturing assistance for
1990-91 is in Appendix K.

Estimates of assistance are sup-
plemented by information on
developments in industry-specific
arrangements, alternative assist-
ance measures and anti-dumping
activity (Appendixes H, I and J
respectively).

Modelling

An important element of the
Commission’s analytical capacity
is the ORANI model of the Aus-
tralian economy. This model is
used to illustrate the effects of
proposed changes to government
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assistance or other policy initia-
tives, for example, strategies to
reduce greenhouse gas emissions.
The Commission undertook its
own enhancements of the ORANI
framework, including a facility to
model a much wider range of
industry production structures
and a prototype treatment of
domestic and  foreign-owned
assets.

The Commonwealth Government
(through the Commission) con-
tinues to support the develop-
ment of ORANI by the IMPACT
Project Research Centre at
Monash University and also sup-
ports the development of a new
model at the Centre of Policy
Studies at Monash. The
MONASH model is designed to
capture the evolution of the econ-
omy over time and the effect of
economic decisions on the envi-
ronment. Such a facility will
enhance the ability of the Com-
mission, and users generally, to
assess the effects of policy chan-
ges — including potential social
and environmental consequences.

During the year, the Commission
completed a review of the IMPACT
Project drawing on a survey of
views of major users, both within
Commonwealth agencies and
outside. The evaluation recom-
mended Commonwealth support
for the IMPACT Project continue
at current levels and a further
review be undertaken of the Pro-
ject’s contribution to economic

research in conjunction with an
assessment of the MONASH
model in 1994.

With the sponsorship of the
Department of Foreign Affairs and
Trade, the Commission continued
the development of a model to
analyse the economic effects of
alternative trade-liberalisation
scenarios. The SALTER world
trade model is an adaptation of
OECD work, extended to reflect
Australia’s pattern of trade.

The WEDGE model was developed
by the Commission to capture the
effects of international policy
actions to reduce greenhouse gas
emissions. It was useful in esti-
mating the implications for Aus-
tralia of various reduction scen-
arios particularly because of its
modelling of Australia’s regional
trading patterns.

National performance monitoring

The July 1991 Special Premiers’
Conference established a steering
committee to monitor and report
on the performance of govern-
ment trading enterprises. The
Commission provides the secre-
tariat and contributes a research
capability to the committee.

The national performance moni-
toring system is initially concen-
trating on a core of the larger and
more significant enterprises of
each State, Territory and the
Commonwealth. Enterprises at
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the state and territory level
include those involved in energy,
water, urban public transport,
railways and ports. Some major
Commonwealth enterprises are
also included. This core group of
about 50 enterprises is to be
expanded progressively once the
system is operational. The initial
focus of the monitoring is on
accounting and non-financial
measures, but with economic
indicators to be included at a
later stage.

In its first year, the main
emphasis has been on developing
suitable indicators and agreeing
on a consistent approach to
measurement. As part of this, a
trial set of indicators for 1990-91
has been compiled by the Secre-
tariat, using data supplied by
governments. Drawing on the
experience gained from this trial,
performance indicators for the
five years to 1991-92 will shortly
be sought and collated.

In addition the Secretariat has
undertaken a number of case
studies of total factor produc-
tivity, in conjunction with partici-
pating enterprises. These were
published by the Committee in
July 1992, along with other work
on productivity prepared by the
Commission (SCNPMGTE 1992).

The Commission is also con-
tinuing its involvement in calcu-
lating economic performance
indicators for government busi-

ness enterprises, and updating
previous work on total factor pro-
ductivity indexes and economic
rates of return.

Evaluation of research perform-
ance

In its corporate plan the Commis-
sion undertook to evaluate its
research performance against
agreed timetables, to assess the
use of research in inquiries and
the annual report and to seek the
views of professional referees on
completed projects.

Research projects have mostly
been completed on time. They
have been used extensively in
inquiries and in this annual
report. Some research is being
considered for publication in
other outlets. A review of these
projects is being undertaken by
the Commission’s research
committee as part of the process
of developing a research plan for
1993.

To evaluate this annual report,
the Commission proposes to
monitor media response, com-
munity reaction and evidence of
its impact on decision makers.
The information collected will be
publicly available.

39



Office of Regulation Review

The Office of Regulation Review
(ORR) is a unit within the Com-
mission responsible for:

e examining and advising the
Government on proposed
changes to regulation; and

. preparing public information
papers and submissions on
overall developments in
regulation and on particular
aspects of regulation.

The Commonwealth  Govern-
ment’'s policy is that regulatory
intervention in the economy will
be supported only when it is
justifiable on grounds of effi-
ciency and/or equity. To meet
this test, a well-defined social or
economic problem must exist,
other solutions must have been
already considered (for example,
private or non-regulatory meth-
ods), and the expected benefits of
regulation must outweigh its
costs. Efficiency in this respect
refers to the overall impact on the
community, not simply the costs
of government administration.

Procedures have been established
to ensure that information on the
expected costs and benefits of
regulatory proposals is made
available to Cabinet. The Min-
ister for Science and Technology
and Minister Assisting the Treas-
urer has responsibility for mat-
ters relating to the ORR.

During 1991-92, the ORR advised
the Structural Adjustment Com-
mittee of Cabinet on all important
new regulatory proposals on its
agenda. These included product
liability arrangements, the regula-
tion of telecommunications and
environmental matters. It also
advised the Commonwealth-State
working group on the develop-
ment of national arrangements
for mutual recognition of regula-
tion. Further, it continued to
assist the  Department of
Industry, Technology and Com-
merce in implementing the Gov-
ernment’s decisions on the House
of Representatives’ report on
small business in Australia
(Beddall Report).

The ORR co-operated with state
deregulation units in analysis of
state regulation and finalised the
provision of information on
Commonwealth regulatory
requirements to state 'one-stop'
business licensing centres in New
South  Wales, Victoria and
Queensland.

Relations with other agencies

The Commission continued to
have contact with government
departments and other economic
research agencies, especially the
Australian Bureau of Agricultural
and Resource Economics, the
Bureau of Industry Economics,
the Bureau of Transport and
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Communications Economics and
the Trade Practices Commission.
In a number of cases, depart-
ments and agencies — including
those of state and territory gov-
ernments, and local councils —
made submissions and provided
data and research support for
inquiries.

Management of the Commis-
sion

On 13 May 1992, the Treasurer
announced the relocation of the
Commission and staff from Can-
berra to Melbourne. Arrange-
ments are currently being made
for a progressive transition over
the period 1992 to 1995. Three
or four inquiry teams are sched-
uled to be operating from Mel-
bourne from the end of 1992.
Due to its close links to Cabinet
processes, the Office of Regula-
tion Review will continue to be
located in Canberra.

The Commission is in the process
of obtaining temporary office
accommodation in Melbourne for
its initial presence. A firm of
property consultants has been
engaged to help identify and
secure suitable longer-term office
accommodation. Management
has consulted and will continue
to consult with staff and unions
on the relocation.

Mr S T Sedgwick commenced
duty as Chairman of the Com-

mission on 5 August 1991 and
left on 20 January 1992 to take
up appointment as Acting Secre-
tary to the Department of
Finance. A new Chairperson, Mr
Bill Scales, took up his appoint-
ment in June 1992.

Evaluation of management per-
formance

The Commission assesses the
effectiveness of management by
reviewing the performance of dif-
ferent areas within the Commis-
sion on a rotating basis and sur-
veying staff to determine how well
they believe they are being man-
aged, and to identify management
problems that need to be
addressed.

In 1991-92 a second survey of
staff was commissioned to judge
improvements in the management
of the Commission. The main
conclusions supported by the
survey are:

. practically all staff groups
rated the Commission a
better place to work in 1992
than in 1990;

. staff perceived management
skills to have improved,
though there was thought to
be scope for further
improvement; and

e more than half the staff
found the Commission’s per-
formance appraisal system
useful.
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As part of its evaluation program,
there was a review of corporate
services functions. Independent
consultants found the Commis-
sion to have already achieved sig-
nificant savings in the delivery of
corporate services, current
staffing resources were generally
appropriate to its needs, and
there was limited scope for fur-
ther reductions.

The Office of Regulation Review is
to be evaluated in 1992-93.

Administrative matters

Appendix L contains further
information on the administration
of the Commission, including:

. summary financial informa-
tion;

. structure;

. staffing; and

. Commission appointments.

The Commission records its

appreciation to staff for their

continued efforts during a diffi-
cult year.
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A Changes in the industrial composition of the
Australian economy
B Recent changes in the industrial composition of
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CHANGES IN THE INDUSTRIAL
COMPOSITION OF THE ECONOMY

All industry sectors have grown in real terms over the last 15
years. Some — such as communication — have performed
consistently well, while others — such as manufacturing —
have grown more slowly than the average for all industries.
Reflecting this lower growth rate, the share of gross domestic
product accounted for by manufacturing has declined by
around 4 percentage points over the period. Agriculture’s
share has also decreased by around 1 percentage point.
These changes have been counterbalanced by the increased
share accounted for by the services sector. In this respect the
experience of Australia has been similar to many other OECD
countries. These broad trends mask significant variations in
the performance of individual industries — both over time and
geographically (ie at the state/territory level). Such variability
reflects a wide range of industry- and region-specific factors.

The purpose of this appendix is to examine three features of the
evolving industrial structure of the Australian economy, namely:

. How much has it grown and changed over time?

. Is there much variation across states and territories in industry
structure? and

. Is Australia’s industry structure markedly different from other
developed economies?

The main sources for such analyses are data on gross domestic
product (GDP) by industry — for the economy as a whole and for the
states and territories — compiled by the Australian Bureau of
Statistics (ABS); and OECD compilations for member countries in
making international comparisons with other developed economies.
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APPENDIX A

Australia’s evolving industry structure

Table Al presents details of the industrial structure of the economy, in
terms of individual industry contributions to gross product, at five-
yearly intervals since 1975-76 (see also Figure Al which depicts the
economy’s structure as it has evolved over the period).

Over the 15-year period, the economy grew in real (ie inflation-
adjusted) terms by 56 per cent (or 3 per cent per annum, on average).
The average annual growth rate was similar in both the 1980s and the
latter half of the 1970s.

All industry sectors! expanded in real terms over the period, but
annual growth rates varied markedly — ranging from 1.3 per cent for
Construction to 7.6 per cent for Communication. Reflecting these
differences, Manufacturing’s share of total GDP fell by around four
percentage points to 17 per cent. Manufacturing performed
consistently below average over each five-year period, along with
Construction, and Wholesale and retail trade — while Communication
consistently grew significantly faster than the average for all sectors,
as did Electricity, gas and water, and Finance, property and business
services. Other sectors exhibited greater variation in growth relative to
the average, for example, Mining grew faster over the 1980s, but below
average in the latter half of the 1970s.

Other below-average performers included Public administration and
defence, Agriculture, forestry, fishing and hunting; and Recreation,
personal and other services (Table Al).

These changes in the industrial structure of the economy reflect many
influences, including:

. the effects of rising incomes and technological developments —
both of which boosted Communication;

. changing demands and community standards — which
encouraged growth of Community services but held back Public
administration;

. financial deregulation and the boom in asset values — which
encouraged the growth of Finance, property and business
services;

. new mineral discoveries — which benefited Mining;

1 Industry sectors are defined in terms of Divisions of ABS’s Australian
Standard Industry Classification (ABS 1985).
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Real GDP at market prices, by industry, 1975-76 to 1990-91
($ million in constant 1984-85 prices and per cent)
1975-76 1980-81 1985-86 1990-91
Industry sector (1) 2) 3 4) (5) (6) (7) 8 9 (10) (11
($m) (%) (sm) (%) (%) (sm) (%) (%) ($m) (%) (%)
Agriculture, forestry, fishing and hunting 7974 4.8 7411 38 -1.5 9408 4.2 49 10516 4.0 2.3
Mining 10615 6.4 11516 5.9 1.6 16672 7.4 7.7 20040 7.7 3.7
Manufacturing 33637 20.2 38036 19.6 2.5 39091 17.3 0.5 43556 16.7 2.2
Electricity, gas and water 4957 3.0 6 329 3.3 5.0 7 917 3.5 4.6 9 687 3.7 4.1
Construction 14485 8.7 16573 8.5 2.7 17 530 7.7 1.1 17661 6.8 0.1
Wholesale and retail trade 28911 17.3 32184 16.6 2.2 35638 15.8 2.1 39787 15.3 2.2
Transport and storage 7 013 4.2 9 357 4.8 59 10996 4.9 33 12114 4.6 2.0
Communication 2 464 1.5 3519 1.8 7.4 4935 2.2 7.0 7 386 2.8 8.4
Finance, property and business services 15663 9.4 18 851 9.7 3.8 23664 10.5 4.7 30401 11.7 5.1
Public administration and defence 7304 4.4 7880 4.1 1.5 9006 4.0 2.7 9401 3.6 0.9
Community services 17092 10.3 21101 10.9 4.3 26250 11.6 4.5 31596 12.1 3.8
Recreation, personal and other services 7326 4.4 7823 4.0 1.3 9024 4.0 29 10068 3.9 2.2
Ownership of dwellings 12 493 7.5 16224 8.4 5.4 18498 8.2 2.7 20655 7.9 2.2
Import duties 1736 1.0 2 352 1.2 6.3 3 039 1.3 5.3 3 840 1.5 4.8
less Imputed bank service charge 4948 3.0 5257 2.7 1.2 5459 24 0.8 6110 2.3 2.3
Totals/average annual growth rate 166 722 100.0 193 899 100.0 3.1 226 208 100.0 3.1 260 598 100.0 29 .
'Nofé;i o Fxgures in COll;f;iﬁé ( 1) (3) (G) and (9) ai'é éoﬁsfént pricé estimates of GDP (1984~85 prices) for the year indicated.

Figures in columns (2), (4), (7) and (10) show proportions of total GDP accounted for by each industry sector in that particular year.

Figures in columns (5), (8) and (11} show average annual growth rates over the five-year period ending in the year indicated.

Figures in column (12) show average annual growth rates over the fifteen-year period 1975-76 to 1990-91.

Source: ABS, Australian National Accounts: National Income and Expenditure (Catalogue no. 5204.0)
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Figure A1: GDP by industry, 1974-75 to 1990-91
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CHANGES IN THE INDUSTRIAL COMPOSITION OF THE ECONOMY

Flgure A2: We(ghted index of structurat change in mdustry
~ output, 1975-76 to 1990-91a -
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. increased import competition — which affected Manufacturing;
and

. increased specialisation — which encouraged growth in services,
as more inputs were purchased from this sector, rather than
being produced in house.

Figure A2 shows the pace of structural change over the last fifteen
years, based on changes in industry shares in total output. The more
industry growth rates diverge, the higher is the index value.

It is striking that the recession in the early 1980s and the recovery
following brought substantial structural change. An increase in
structural change is also evident as the 1990s recession took effect.

Regional differences

Table A2 gives details of GDP by industry at factor cost for each state
and territory in 1980-81 and 1990-91 (see also Figure A3). The data
are only available at current prices, and the ABS is unable to allocate
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APPENDIX A

income generated by General government to individual industries at
the regional level. However, other information suggests that such
income is predominantly classified to Construction, Community
services and Public administration. In Figure A3 it has all been
included with the latter two sectors.

Over the last decade, Australian GDP at factor cost measured in
current prices increased by some 10.3 per cent per annum.2 The
growth rate varied from 8.7 per cent in Tasmania to 12.2 per cent in
the Northern Territory over this period. As with many such
comparisons, the performance of New South Wales closely mirrored
that of Australia as a whole.

Each region, however, exhibited significant variations in industry
growth around the regional average. Mining exhibited the most
variability, with below-average growth in. some states - such as
Victoria and Tasmania - and much faster growth in others.
Construction was another sector with a variable performance, ranging
from 6 per cent annual growth in Tasmania to a growth rate of 17 per
cent in the Australian Capital Territory.

In terms of growth at current prices, the highest national rate was
achieved by Finance, property and business services3 — which
expanded at an annual rate of 15 per cent. This sector did better in
each state (if sectors that grew from a low base are ignored), except for
Mining in Northern Territory. Recreation, personal and other services
and Ownership of dwellings also grew at above the average rate in all
regions other than the Northern Territory. The growth in Agriculture,
forestry, fishing and hunting was below average in each region.

The general picture to emerge from Table A2 is that there are
significant variations in overall performance across the states and
territories of Australia, and much greater variability in growth for
industries across those regions. These two factors are inter-related.
Industry structure helps to explain overall growth — but the growth of
industries also depends on how well the region in which they are
located performs.

2 Real GDP at market prices (ie including indirect taxes) only increased by
around 3 per cent per annum over this period.

3 The Communication sector is not identified separately at the regional
level.
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Table A2:

(% million and per cent)

GDP at factor cost, by industry and region, 1980-81 and 1990-91

New South Wales Victoria Queensland

1980-81 1990-91 1980-81 1990-91 1980-81 1990-91.
(1) @ 3) 4 ) (6) 7 8 ) (100 (11) (12
($m) ($m) (%) ©) ($m) ($m) (%) ©)  ($m) $m) (%) (%)
Agriculture, forestry, fishing and hunting 1662 3220 2.8 6.8 1698 2361 27 34 1459 2731 54 6.5
Mining 1093 20961 25 105 1538 3062 3.5 7.1 1164 3794 7.5 125
Manufacturing 9340 17743 15.2 6.6 8218 17088 19.4 76 2658 6113 12.0 8.7
Electricity, gas and water 1546 3978 34 99 1083 3860 4.4 13.6 605 1890 3.7 12.1
Construction 3568 9132 7.8 99 2359 6495 7.4 10.7 1691 4782 94 11.0
Wholesale and retail trade 6308 17158 14.7 10.5 4947 12800 14.5 100 2663 7327 144 10.7
Transport, storage and communication 3903 10536 9.0 104 2655 6576 7.5 95 1427 4549 9.0 123
Finance, property and business services 3590 13504 11.6 142 2192 9342 106 156 1180 4082 8.0 13.2

Public admin, defence and community

services 6522 16879 14.5 10.0 5196 14000 159 104 2724 7426 14.6 105
Recreation, personal and other services 1836 5852 50 123 1036 2859 3.2 10.7 716 2478 49 13.2
Ownership of dwellings 4191 13489 116 124 2685 8112 9.2 11.7 1327 4441 8.7 12.8
General government 982 2152 1.8 8.2 786 1625 1.8 7.5 526 1201 24 8.6
44 541 116 604 100.0 10.1 34 393 88 180 100.0 9.9 18 140 50 814 100.0 10.8

Totals/average annual growth rates




2s

Table A2:  GDP at factor cost, by industry and region, 1980-81 and 1990-91
(cont) (% million and per cent)

South Australia Western Australia Tasmania

1980-81 1990-91 1980-81 1990-91 1980-81 1990-91

(1)

2

3)

4

6

(6)

(7)

8

9

(10)

(11)

($m)  ($m) ) (%) (M M) %) %) ($m)  ($m) (%)
Agriculture, forestry, fishing and hunting 823 834 33 01 1058 1149 34 08 198 423 5.7
Mining 82 755 3.0 249 1295 5030 150 14.5 159 349 4.7
Manufacturing 1904 4746 18.8 96 1704 4006 12.0 89 631 1328 179
Electricity, gas and water 287 699 2.8 93 289 1134 34 146 153 364 4.9
Construction 713 2003 7.9 10.9 971 2884 86 11.5 263 461 6.2
Wholesale and retail trade 1531 3571 14.2 88 1510 4118 123 106 437 1004 13.5
Transport, storage and communication 745 1975 7.8 10.2 971 2836 85 11.3 247 580 7.8
Finance, property and business services 559 1972 7.8 13.4 715 3304 99 165 134 413 5.6
Public admin, defence and community
services 1750 4725 18.7 104 1673 4709 14.1 10.9 577 1426 19.2
Recreation, personal and other services 364 1055 42 11.2 342 1228 3.7 136 135 352 4.7
Ownership of dwellings 709 2346 93 127 687 2300 69 128 173 497 6.7
General governmentP 253 533 2.1 77 334 726 2.2 8.1 112 242 3.3
10.0 33 424 100.0 11.2 3219 7439 100.0

Totals/average annual growth rates

9 720

25 214 100.0

11 549
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Table A2: GDP at factor cost, by industry and region, 1980-81 and 1990-91

(cont) ($ million and per cent)
Northern Territory? Australian Capital Territory Australia
1980-81 1990-91 1980-81 1990-91 1980-81 1990-91

(1) 2 8 @ 5) (6) 7 8 ) (10 (11 (12
Bm)  Bm %) (% M m) (% O M) M %) (%)
Agriculture, forestry, fishing and hunting 48 135 3.5 10.9 9 21 0.3 88 6955 10874 3.3 4.6
Mining 196 852 21.8 15.8 2 9 0.1 162 5529 16812 5.1 11.8
Manufacturing 67 166 4.2 9.5 82 159 2.2 6.8 24604 51349 15.4 7.6
Electricity, gas and water 1 123 3.1 61.8 15 128 1.8 239 3979 12176 3.7 11.8
Construction 149 413 10.6 10.7 113 549 7.6 17.1 9827 26719 8.0 10.5
Wholesale and retail trade 123 471 12.0 14.4 184 694 9.6 14.2 17703 47143 14.2 103
Transport, storage and communication 93 234 6.0 9.7 105 377 5.2 13.6 10146 27663 8.3 10.6
Finance, property and business services 59 250 6.4 15.5 124 700 9.7 189 8553 33567 10.1 14.7
Public admin, defence and community services 372 868 22.2 8.8 1312 3090 42.9 89 20126 53123 16.0 10.2
Recreation, personal and other services 47 153 3.9 125 64 322 45 175 4540 14299 4.3 12.2
Ownership of dwellings 62 172 4.4 107 166 671 9.3 150 10000 32028 9.6 12.3
General govemmentb 19 72 1.8 14.3 163 483 6.7 11.5 3175 7034 2.1 8.3
Totals/average annual growth rates 1236 3909 100.0 12.2 2 339 7 203 100.0 11.9 125 137 332 787 100.0 10.3

a Only gross operating surplus data available by industry for the Northern Territory in 1980-81. GDP estimated as residual.
b  State details for General government gross operating surplus by industry are not available.
Notes: Figures in columns (1), (2), (5), (6), (9) and (10) are current price estimates of GDP for the year indicated.
Figures in columns (3), (7) and (11) show proportions of total GDP accounted for by each industry sector based on data for 1990-91.
Figures in columns (4), (8) and (12) show average annual growth rates over the ten-year period 1980-81 to 1990-91.
Source: ABS, Australian National Accounts: State Accounts (Catalogue no. 5220.0)
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" Figure A3: GDP at factor cost

y sector and region, 1990-91
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CHANGES IN THE INDUSTRIAL COMPOSITION OF THE ECONOMY

Figure A3 depicts the broad sectoral structure of each state and
territory. Except for the Ultilities/construction group, for each of the
broad groups of activities that are distinguished in the figure there are
large regional variations in the industry composition of output. This
still applies if the two territories (which have atypical industry
structures) are excluded from the comparison. For example, Western
Australia is most oriented to Primary production, while Victoria and
South Australia are the most reliant on Manufacturing for their GDP;
Government activities have a disproportionate share in Tasmania and
South Australia, while the share of Other services (which include
finance, recreation and ownership of dwellings) in GDP is largest in
New South Wales.

International comparisons of industrial structures

It is not easy to make international comparisons of industrial
structures because of differences in concepts, definitions, availability
and timing of data on GDP by industry across countries. Nevertheless
the OECD does attempt to do so. Table A3 provides some details
across the 24 OECD member states of broad sectoral shares of GDP in
1980 and 1990.

The table should strictly include numerous footnotes to indicate the
measurement differences across countries. For this reason it is
unwise to do more than draw out the broad picture. The first point to
note is that the OECD uses a wider definition of 'Industry’ — it
includes Mining, the Utilities and Construction, besides
Manufacturing. While the 5 percentage point decline in Industry’s
share of GDP in Australia over the last decade is noteworthy, similar
declines are apparent in other countries — including Finland, France,
Italy, New Zealand, the United Kingdom and the United States. Many
other countries exhibited declines in the Industry share of GDP of
around 3 percentage points over the period. Similarly, most countries
recorded a declining share of activity for Agriculture of around 1 or 2
percentage points. In all countries (for which data were available) the
share of Services in GDP increased. On the basis of simple averages,
the share of Services in GDP increased by around 4 percentage points.

In a few countries — including Japan and Sweden - the Industry share
of GDP did not change significantly over the decade.

There are significant variations across industry in the broad sectoral
shares of GDP. Agriculture’s share varied from 1 per cent in the
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Table A3:

International comparisons of the sectoral composition of GDP, 1980 and 1990
(per cent)
Services Approximate breakdown of Services total

Agriculture Industry total Wholesale Transport Finance Community Government

1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990
Australia 53 4.1 36.5 31.0 58.3 65.0 155 182 7.1 7.4 17.3 21.5 14.8 156 4.6 3.6
Austria 45 3.1 39.6 36.1 56.0 60.8 168 164 58 6.2 120 167 4.0 4.7 13.0 13.1
Belgium 2.1 2.1 34.1 31.0 63.8 67.0 158 169 78 74 43 6.1 166 205 140 11.5
Canada 3.8 29 33.0 300 632 67.1 125 126 64 6.1 156 174 66 7.5 14.0 137
Denmark 48 39 250 244 702 717 12.1 11.6 69 7.7 140 167 50 53 194 192
Finland 87 5.4 353 299 56.0 64.7 105 98 7.1 72 125 168 48 6.0 13.1 156
France 42 3.4 33.7 286 620 68.0 14.1 154 58 58 168 222 43 56 16.0 156
Germany 2.1 1.7 42.7 39.3 55.2 59.0 10.7 9.8 5.8 56 103 124 129 173 11.7 10.7
Greece 15.8 14.4 27.7 24.3 56.5 61.3 115 114 69 69 7.7 7.6 108 127 86 10.0
Iceland 10.1 9.7 257 24.7 64.2 65.7 8.0 8.9 5.9 56 12.0 14.3 4.2 6.1 10.7 119
Ireland 10.6 9.6 34.0 32.6 554 57.8 11.5 11.1 6.1 5.7 4.9 57 11.9 124 164 14.5
Italy 58 3.1 39.0 33.0 552 63.8 181 187 52 58 192 245 08 09 11.0 12.8
Japan 3.7 26 419 415 544 559 153 12.7 62 6.6 146 169 135 173 85 7.8
Luxembourg 2.6 2.1 38.7 36.8 58.7 61.0 16.7 159 54 6.3 109 13.6 157 155 129 12.6
Netherlands 35 4.2 328 315 63.7 64.2 129 183 63 64 139 17.2 11.5 11.0 139 10.8
New Zealand 10.8 8.6 31.3 26.7 57.9 64.7 19.1 154 80 81 140 222 48 4.1 135 118
Norway 38 29 396 36.3 56.5 60.8 11.7 11.3 94 92 99 131 44 49 136 158
Portugal 10.3 6.2 40.2 38.1 49.5 b55.7 21.7 196 55 58 105 11.8 35 6.7 115 9.7
Spain 7.1 55 386 352 54.3 59.3 182 202 58 55 132 168 85 48 103 122

30.8 66.7 10.5 18.2

Sweden

30.5

65.8

10.5

14.2

19.5




Table A3: International compansonsof the sectoral composition of GDP, 1980 and 1 990
(cont) (per cent)

Services Approximate breakdown of Services total

Agriculture Industry total

Wholesale  Transport Finance  Community Government .

1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990

Switzerland na 3.6 na 355 na 609 na 193 na 65 na 162 na 104 na 114
Turkey 217 154 31.0 369 47.3 477 154 172 97 100 75 80 54 55 87 58

United -
Kingdom 1.8 1.3 36.6 300 61.6 68.7 1.1 121 6.2 59 158 208 53 69 134 126

United States 2.6 2.0 33.6 292 63.8 68.8 169 172 64 6.1 204 251 83 9.7 124 120

Average? 6.5 5.0 34.8 32.2 58.7 62.8 14.2 150 6.6 6.9 127 16.6 7.9 94 128 128

na notavailable. = L

a Unweighted (simple) average of countries for which data are available.

Source: OECD National Accounts data, 1992 (various publications), including
'OECD in Figures’, Supplement to OECD Observer No. 176, June/July 1992
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United Kingdom to around 15 per cent in Greece and Turkey in 1990.
The Industry share ranges from around 24 per cent in Denmark,
Greece and Iceland to 41 per cent in Japan in 1990. In the same year,
the GDP share for Services ranged from 48 per cent in Turkey to 72
per cent in Denmark. The sectoral shares for Australia in 1990 were
similar to a simple average of the shares across all 24 OECD countries.

There is greater variation at a more disaggregated level within the
Services sector. Australia is characterised by a relatively large role for
both Financial and Community services and a relatively small
government-provided services sector (narrowly defined as Public
administration and defence). In the case of government-provided
services, the share of GDP in Australia is much smaller than for other
OECD countries.
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RECENT CHANGES IN THE INDUSTRIAL
COMPOSITION OF AUSTRALIA'S TRADE

Throughout the 1980s and into the 1990s, Australia’s
merchandise exports have continued to be dominated by
products of agricultural and mining industries, along with those
of certain downstream manufacturing industries (such as
aluminium and food processing). Over the same period, imports
have also remained dominated by electronic equipment, motor
vehicles and parts, machinery, and other manufactures.
Expansions in the export shares of mining and mining-related
manufacturing industries were largely matched by declines in
the relative contribution to total exports of agriculture and
agriculture-related manufacturing industries. Exports from the
highly assisted textiles, clothing and footwear and passenger
motor vehicle industries — as well as other manufacturing
industries — grew rapidly during the 1980s, but from small
bases. Their increased contributions to total exports remained
modest, and were overshadowed by increases in imports of
manufactures classified to these industry groups.

Historically, Australia's pattern of exports and imports has reflected
its comparative advantage in resource-based commodities and
comparative disadvantage in elaborately transformed manufactures
respectively (except where high levels of protection have distorted
trade flows). This appendix documents changes which have occurred
over the last decade in the (merchandise) trade orientation of the
Australian economy generally and in the industry composition of that
trade (Box B1).

Australia's trade growth and trade orientation

Growth in the nominal value of merchandise exports, imports and
the overall level of economic activity — as measured by gross
domestic product (GDP) — are shown in Figure Bl for the period
1981-82 through 1990-91.
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Box B1: Commodity versus industry classifications of trade data

Analyses of changes in imports and exports have typically been made
on a commodity basis as the basic trade data are recorded by the
Australian Customs Service on that basis. This has highlighted the
importance of particular commodities in Australia's trade
performance, such as coal and wool in exports, and motor vehicles
and electronic equipment in imports. It has also been used to
highlight the growth of trade in particular types of commodities, such
as elaborately transformed manufactures. However, it has been
difficult to relate these data to other industry-based information or to
provide an economy-wide perspective of changes in the industry
composition of trade. '

For the purposes of this appendix, detailed trade data have been
converted to an industry-of-origin basis (from a commodity basis),
using commodity-to-industry concordances and the Australian
Standard Industrial Classification (ASIC) (ABS 1985). The
Commission has adopted the ASIC definition of industry sectors —
Agriculture, Mining and Manufacturing. Like most international
classification systems, the definition of Manufacturing under ASIC is
extremely broad. To provide a more meaningful analysis, this
category was split into four on the basis of an industry's dependence
on inputs from the other sectors, and the provision of assistance.
The broad industry classification adopted for the purpose of this
appendix were:

. agriculture;

. agriculture-related manufacturing;
. mining;

. mining-related manufacturing

o highly assisted manufacturing — industries covered by the
textiles, clothing and footwear (TCF) plan, and the passenger
motor vehicles and parts (PMV) plan; and

. ‘'other' manufacturing.

A detailed description of the industries included in each category is
provided in Attachment B1.
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RECENT CHANGES IN THE INDUSTRY COMPOSITION OF AUSTRALIA’'S TRADE

Average
Period annual
change

percentage
points

0.10

0.89
-1.21¢

-0.70
-0.44

Republic of Korea -0.72¢
Thailand 49 2.80°¢

Japan 21 -1.17¢
United States 0.10

Australia

Canada
New ZealandP

Netherlands
Sweden

61



APPENDIX B

Annual growth in real GDP, exports and imports over the decade
averaged 3.5, 4.1 and 3.5 per cent respectively, with imports
exhibiting most variation around the average.!

During the last decade, there was little change in Australia's trade
orientation, as measured by exports plus imports expressed as a
percentage of GDP. This ratio remained essentially constant at
around 28 per cent.?2 This constancy in trade orientation was not
peculiar to Australia during the 1980s (Table B1).

While there was essentially no change in overall trade orientation of
the economy during the 1980s, there was significant growth in trade,
as well as changes in the industry composition of that trade.

Industry composition of trade

Overall, trade grew by some 27 per cent in real terms in the decade to
1990-91. Major contributors to the growth in trade were exports
from mining and mining-related manufacturing industries, and
imports classified to the 'other' manufacturing category (for the six
industry groups used in this analysis — see Box B1 and Attachment
B1). The real value of imports and exports in 1981-82 and 1990-91
are shown in Figure B2. Details of imports, exports, total trade
(exports plus imports) and the 'balance of trade' (exports minus
imports), by industry group for the decade are given in Attachment
B2.

Figure B2 shows there was strong growth in trade over the decade for
all industry groups except agriculture, where the real value of exports
was some 30 per cent lower in 1990-91. Agricultural exports
fluctuated over the decade, but were unusually low in 1990-91 as a
result of low prices for wheat, and the collapse of the wool market
(leading to stock accumulation) under the (now defunct) floor-price
scheme of the Australian Wool Corporation.

Overall, imports were some 14 per cent higher in real terms in 1990-
91 than in 1981-82. However, as a result of the onset of the recent
recession, imports were lower in 1990-91 than in 1989-90 for all

1 Real (or constant price) estimates are derived from nominal (or current-
price) values by using the GDP implicit price deflator to remove the
effects of inflation.

2 This figure would be some three percentage points lower if re-exports
and re-imports are removed from the merchandise trade data.
Merchandise trade accounts for approximately 75 per cent of total trade
in goods and services.
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RECENT CHANGES IN THE INDUSTRY COMPOSITION OF AUSTRALIA'S TRADE

1981-82°

E 199091

industry groups except mining. A similar phenomenon occurred
during the 1982-83 recession. In 1990-91, Australia recorded a
balance of trade surplus for the first time in six years.

Australia's stronger performance over recent years in mining and
mining-related manufacturing is illustrated by comparing 'balance of
trade' data by industry group for 1981-82 and 1989-90 — both pre-
recession years. The 'surpluses' on balance of trade for mining and
mining-related manufacturing increased between those two years by
some $4000 million and $3800 million respectively, while the
balance of trade 'deficits' in the case of 'other' and the highly assisted
manufacturing sectors grew by some $3800 million and $1600
million respectively (in constant 1984-85 dollar prices). Despite
some growth in imports, there was no decline in Australia’s large
balance of trade 'surpluses' for agriculture and agriculture-related
manufacturing.

The trade 'deficits' for 'other' and the highly assisted manufacturing
sectors grew throughout the decade, despite strong growth from
small bases in exports that occurred in those industry groups. Most
of the export growth was from industries that received explicit
production subsidies or implicit subsidies for exports through export
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facilitation schemes. For example, individual ASIC industries to
record significant increases in exports included: Motor vehicles and
parts; Electronic equipment; Aircraft; Pharmaceutical and veterinary
products; and Boats.

The relative contributions to merchandise exports and imports by the
six industry groups are shown in Figures B3 and B4.

Figure B3 illustrates the growing relative contribution to exports from
mining and mining-related industries during the 1980s — which had
the effect of reducing the relative contribution from agriculture and,
to a lesser degree, agriculture-related manufacturing. The relative
contribution to exports of mining and mining-related manufacturing
changed in the mid to late 1980s. This reflected the decline in
petroleum exports and lower prices for black coal. This was offset at
that time by increases in export revenue from aluminium and gold.
The subsequent recovery in the value of mining exports reflected
increased prices for black coal and, to a lesser extent, iron ore prices
— as well as new exports of gas.

Figure B4 shows the domination of imports on the part of goods
classified to the 'other' manufacturing category, and the highly
assisted TCF and PMV industry groups. That domination increased
during the 1980s as imports from mining industries declined (most
notably the value of oil imports).

Industry composition of exports

Like many countries, Australian exports are concentrated in the
products of a relatively narrow range of ASIC industries. The 10
industries that contributed the largest proportions of merchandise
exports in 1990-91 are listed in Table B2, together with their
contributions a decade earlier.

Table B2 shows there were substantial increases in export shares
from: the Non-ferrous metals, nec, smelting, refining, extruding
category (reflecting the growth in gold exports); Oil and gas; and
Aluminium industries. There was also a substantial decline in the
share accounted for by the Cereal grains, sheep and cattle industry
reflecting, in 1990-91, the low price for wheat and the collapse of the
wool market referred to earlier.
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RECENT CHANGES IN THE INDUSTRY COMPOSITION OF AUSTRALIA'S TRADE

Figure B3: Share of exports by industry of origin,
1981-82 to 1990-91
(per cent)

Other manufacturing

Highly assisted manufacturing

Mining-related manufacturing

Agriculture-related manufacturing

Agriculture

1986

Share of imports by industry of origin,
1981-82 to 1990-91
(per cent)

Other manufacturing

Highly assisted manufacturing

Mining-related manufacturing
Mining

Agriculture-related manufacturing
: . . T T . : - Agriculture
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| Source: ABS, Foreign Trade Statistics on magnetic tape
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Industry 1981-82 1990-91

Black Coal 12.5 13.1
Cereal grains, sheep and cattle 21.0 9.3
Meat (except small goods or poultry) 9.2 7.9
Non-ferrous metals nec, smelting, refining, extruding 0.6 6.9

Oil and gas 1.7 5.7
Alumina 6.0 5.6

__ Iron ores 6.5 5.2
Aluminium 0.9 3.3
Petroleum refining 2.9 2.9
Motor vehicles and parts 1.3 2.2

Total above 62.6 62.1
Total exports 100.0

Exports increased in nominal value by $30 billion between 1981-82
and 1990-91. Of the total increase, the mining-related
manufacturing group contributed 34 per cent, mining 30 per cent,
agriculture-related manufacturing 18 per cent, 'other' manufacturing
11 per cent, agriculture 3.7 per cent and the highly assisted TCF and
PMV industry group 3.6 per cent.

The 10 industries that contributed the largest increases in exports
are listed in Table B3.

Table B3 shows that much of the growth in exports over the decade
was from a few industries which were already large contributors to
exports. In particular, products of a few mining and mining-related
manufacturing industries were the major sources of growth in
exports. Black coal, Oil and gas, Alumina, Aluminium, Gold and Iron
ores alone contributed almost 50 per cent of the total increase in
value of exports between 1981-82 and 1990-91. Although the share
of exports contributed by the Cereal grains, sheep, and cattle
industry declined dramatically over the period, it remained one of the
ten largest contributors to the expansion in the nominal value of
exports over the decade.
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RECENT CHANGES IN THE INDUSTRY COMPOSITION OF AUSTRALIA'S TRADE

Share of
Industry increase

Black coal 13.4

Non-ferrous metal nec, smelting, refining, extruding 10.7
Oil and gas 8.2

Meat (except small goods or poultry) 7.1
Alumina 5.4
Aluminium 4.7
Iron Ores 4.4
Petroleum refining 2.9
Motor vehicles and parts 2.7
Cereal grains, sheep, cattle 2.2

Total above 61.7
Total increase in exports 100.0

Industry composition of imports

Imports are also concentrated in the products of a relatively narrow
range of industries. Listed in Table B4 are the 10 industries which
contributed the largest proportions of merchandise imports in 1990-
91, together with their contributions a decade earlier.

Features of the industry import shares shown in Table B4 are the
significant increase in shares accounted for by the Electronic
equipment and Aircraft industries, and declines in shares of the Oil
and gas and Petroleum refining industries.

Of the total increase in the nominal value of imports of $24.4 billion
between 1981-82 and 1990-91, products from the ‘other'
manufacturing group contributed over 60 per cent of the total
increase, compared with 18 per cent from for the highly assisted TCF
and PMV industry group, 11 per cent from the combined mining and
mining-related manufacturing groups, and 11 per cent from the
combined agriculture and agriculture-related manufacturing group.
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Table B4: Ten largest contributors to imports in 1990-91 and
their contributions in 1981-82
(per cent)
Industry 1981-82 1990-91
Electronic equipment nec 4.8 10.2
Motor vehicles and parts 8.5 9.4
Industrial machinery and equipment nec 5.7 5.7
Aircraft 2.7 5.6
Oil and gas 8.2 3.2
Petroleum refining 5.3 3.1
Measuring, professional and scientific equipment nec 1.9 2.8
Plastic and related products 2.0 2.5
Pulp, paper and paperboard 2.6 2.3
Radio and TV receivers, audio equipment 2.5 2.3
Total above 44.2 47.1
Total imports 100.0 100.0
Source: ABS, Foreign Trade Statistics on magnetic tape

Table B5: Industries contributing most to the increase in
imports in the decade to 1990-91

(per cent)

Share of
Industry increase
Electronic equipment nec 15.2
Motor vehicles and parts 10.2
Aircraft 8.3
Industrial machinery and equipment nec 5.6
Measuring, professional and scientific equipment nec 3.6
Pharmaceutical and veterinary 3.5
Non-ferrous metal nec, rolling, drawing, extruding 2.9
Plastic and related products 2.9
Electrical machinery and equipment nec 2.6
Radio and TV receivers, audio equipment 2.1
Total above 56.9
Total increase in imports 100.0

Source: ABS, Foreign Trade Statistics on magnetic tape

68



RECENT CHANGES IN THE INDUSTRY COMPQOSITION OF AUSTRALIA’S TRADE

The 10 industries that contributed most to the increase in imports
over the decade to 1990-91 are listed in Table B5.

Like exports, the increase in the nominal value (as opposed to the
share) of imports over the decade to 1990-91 was concentrated in the
products of a narrow range of industries — largely from industries
that were already accounting for the largest shares of imports. Major
imports classified to the Electronic equipment industry included:
computer and telecommunications equipment; electronic parts and
accessories; radio and television broadcasting equipment; and
electronic integrated circuits and micro assemblies. The major
import classified to the Non-ferrous metal industry was gold ores.
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: Agriculture

Poultry

Fruit

Vegetables

Cereal grains, sheep, cattle and pigs
Services to agriculture

Forestry and logging

Fishing

Hunting and trapping

:,i Agriculture-related manufacturing

Meat products

Milk products

Fruit and vegetable products
Margarine and oils and fats nec
Flour mill and cereal food products
Bread, cakes and biscuits
Other food products

Beverage and malt

Tobacco products

Cotton ginning

Wool scouring and top making
Wood and wood products
Paper and paper products
Leather and leather products

Concordance between industry groupings and ASIC

Mining

111 Ferrous metal ores

112 Non-ferrous metal ores

120 Coal

130 Oil and gas

140 Construction materials

150 Other non-metallic minerals

161 Mineral exploration (own account)
162 Mining and exploration services nec

Mining-related manufacturing

275
277
278
285
286
287
288
294
295
296

Basic chemicals

Petroleum refining

Petroleum and coal products nec
Glass and glass products

Clay products and refractories
Cement and concrete products
Other non-metallic mineral products
Basic iron and steel

Basic non-ferrous metals
Non-ferrous metal basic products

Textiles, clothing and footwear; and
Passenger motor vehicles

234 Textile fibres, yarns and woven fabrics
(excluding 2341, 2342)

235 Other textile products
244 Knitting mills
245 Clothing ]
246 Footwear [
323 Motor vehicle and parts

(excluding 3232)

Other manufacturing

254 Furniture and mattresses
264 Printing and allied industries
276 Other chemical products
314 Structural metal products
315 Sheet metal products
3232 Motor vehicles bodies, trailers, caravans
316 Other fabricated metal products
324 Other transport equipment
334 Photographic, professional and scientific equ1pment
335 Appliances and electrical equipment
336 Industrial machinery and equipment
346 Rubber products
347 Plastic and related products

Other manufacturing
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Imports, exports, trade and balance
($ million in constant 1984-85 prices)

1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90

Agriculture
Imports 373.3 363.8 395.2 417.3 487.1 494.1 498.7 496.9 418.0
Exports 5032.3 3963.1 4766.5 6403.9 6213.6 5354.1 5800.3 5873.2 5084.4
Trade 5405.6 4326.9 5161.7 6821.2 6700.8 5848.1 6299.0 6370.1 5502.4
Balance 4659.0 3599.2 4371.3 5986.6 5726.5 4860.0 5301.6 5376.2 4666.3

Agriculture-related manufacturing
Imports 2367.3 2104.8 2464.7 2968.3 2951.0 3120.3 3242.9 3298.4 3135.1
Exports 5545.9 5237.0 4869.6 4946.4 5582.1 6446.8 6857.1 5873.1 6212.8
Trade 7913.1 7341.8 7334.3 7914.6 8533.1 9567.1 10100.0 9171.5 9348.0
Balance 3178.6 3132.2 2405.0 1978.1 2631.1 3326.5 3614.2 2574.7 3077.7
Mining
Imports 2568.4 2371.3 1314.1 1127.1 801.1 709.5 1072.8 984.5 1000.8
Exports 5798.4 6666.5 7044.3 9350.7 9355.9 8259.0 7719.7 7182.6 8257.7
Trade 8366.8 9037.8 8358.4 10477.8 10157.0 8968.4 8792.5 8167.1 9258.5
Balance 3230.1 4295.2 5730.3 8223.6 8554.8 7549.5 6647.0 6198.1 7256.9

Mining-related manufacturing
Imports 4300.2 3756.3 3528.0 4110.4 4245.9 4182.9 4420.5 4915.5 4440.0
Exports 4572.2 -5201.7 5584.7 5939.6 6051.8 6259.5 7537.0 7906.7 8471.5
Trade 8872.4  8958.0 9112.7 10050.0 10297.7 10442.4 11957.5 12822.3 12911.4
Balance 271.9 1445.5  2056.7 1829.2 1805.8  2076.6 31164  2991.2  4031.5
” vigg
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Imports,

xports, t

de and balance of trade, 1981

(cont) ($ million in constan{'1'984—85 prices)

Imports
Exports
Trade

Balance

Imports
Exports
Trade

Balance

Total
Imports
Exports
Trade
Balance

b Figufeé for Trade

1981-82 1 982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91

4498.3
386.3
4884.7
-4112.0

Other manufacturing

13674.3
1540.4
15214.8

-12133.9

27781.9
22875.6
50657.4

-4906.3

Highly assisted industries

3854.0
395.4
4249.4
-3458.6

11077.3

1417.4
12494.7
-9660.0

23527.5
22881.1
46408.6

-646.4

4440.5
491.0
4931.4
-3949.5

11746.0
1459.3
13205.3
-10286.7

23888.4
24215.5
48103.8

327.1

5339.5
498.6
5838.1
-4840.9

13916.4
1492.2
15408.5
-12424.2

27878.9
28631.4
56510.3

752.4

¢ Figures for ‘Balance’ in the table are equal to exports less imports.

Source:

5855.6
467.7
6323.3
-5388.0

16382.9
1563.6
17946.5
-14819.2

30723.7
29234.7
59958.4
-1489.1

5157.9
666.1
5824.0
-4491.8

16826.9
1923.1
18750.0
-14903.7

30491.5
28908.5
59400.0

-1582.9

Commission estimates based on ABS, Foreign Trade Statistics on magnetic tape

-82 to 1990-913,b,C

5327.3
729.8
6057.1
-4597.4

16505.7
2201.3
18707.0
-14304.4

31067.8
30845.3
61913.0

-222.5

6150.6
541.3
6691.9
-5609.3

17688.3
2353.4
20041.6
-15334.9

33534.3
29730.3
63264.6

-3804.0

6336.7
667.4
7004.1
-5669.3

18645.8
2665.3
21311.2
-15980.5

33976.5
31359.1
65335.6

-2617.4

5432.6
947.6
6380.1
-4485.0

17462.7
3058.4
20521.1
-14404.2

31586.6
32816.4
64403.0

1229.8




C AUSTRALIA’S PRODUCTIVITY RECORD

Until relatively recently, productivity figures for Australia have
largely been judged by past standards of performance. Such a
perspective, while possibly providing some comfort, reveals nothing
about the potential for further gains nor the pressure to improve
performance that comes from overseas — especially as comparisons
did not typically involve what other countries were achieving.
Comparisons with other countries, and between firms producing
comparable outputs — both here and overseas — provide a means of
assessing whether an economy is realising its potential. From an
international perspective Australia’s productivity record suffers by
comparison with the achievements of other countries, while at the
industry level there is generally even less to boast about.

Aggregate comparisons

International comparisons of productivity at the level of the overall economy
suggest that Australian productivity levels are substantially below those
achieved by countries such as the United States and Japan (EPAC 1989; IC
1991f; OECD 1992a). This result still tends to hold when comparisons are
made between major sectors of economies (eg manufacturing). Exceptions are
agriculture and mining, in which Australia compares very favourably.

As noted is last year’s Annual Report (IC 1991e), Australian productivity
growth is also generally unexceptional. On average, Australian productivity
slipped in the latter half of the 1980s compared to the OECD average. The
exception to this was public utilities — whose productivity grew relatively
quickly; however, as the OECD has noted, the level of productivity in
Australian public utilities is about half that of member states (ie the growth was
from a low base).

There are two general groups of problems associated with making international
comparisons of productivity using aggregate data. The first revolves around the
appropriate concept or measure of productivity (ie whether it is best to compare
partial or total factor productivity indexes); the practical problems of measuring
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outputs and inputs (labour and capital); and whether underlying assumptions
have been met (such as constant returns to scale).!

The second set of problems relate to the comparability of data gathered in
different countries. The main issues relate to possible differences in the way
that the data have been collected and classified. Differences here give rise to
measurement errors that can bias estimates of both the level of and growth in
productivity, and so contribute to incorrect conclusions.

The scope for misleading productivity comparisons is increased when
comparisons focus on levels rather than how productivity has grown over time.
Aggregate output and capital are commonly measured in (domestic) monetary
terms and need to be converted to a common currency to enable productivity
comparisons to be made. Purchasing power parity exchange rates are often
used for this purpose, because here an attempt is made to equate the purchasing
power of two currencies for a ‘standard’ bundle of goods and services — thus
removing pricing effects peculiar to individual economies.2 However, these
exchange rates are based on consumption bundles which are not necessarily
representative of the industries or sectors being compared.

The second issue that arises in making direct comparisons of productivity levels
(and to some extent growth rates) is that it is assumed like is being compared
with like. Differences in the composition and size of economies, and the
availability of different resources suggest that varying technologies of
production may be employed, and economies of scale may be available to larger
economies. Given that productivity measures the conversion of inputs to
output, such differences contribute to the behaviour of the indexes.

One response to the problems raised in making economy-wide comparisons is
to make the comparisons at a disaggregated level — in an attempt to compare
like with like (eg by comparing factories or narrowly defined industries likely
to employ very similar technology). Comparisons based on this type of
approach are reported in the next section.

The productive performance of individual industries

A major advantage of more narrowly focussed comparisons is that they enable
very specific comparisons, so that it is possible to better isolate the causes of

1 These issues are addressed briefly in IC (1991e, Appendix 4).

2 An example of this approach is in the OECD International Sectorial Data Base — the basis
of comparisons made in OECD (1992a).
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differences in productivity (such as economies of scale or work practices), and
to identify the changes that would be required to attain best possible practice.

Two types of comparisons of industry productivity have been undertaken in
Australia. The first compares the productivity of different domestic producers:
the second has involved the comparison of Australian and overseas factories.
This section surveys published productivity comparisons.

A summary of some international comparisons is presented in Table C1. While
the range of activities studied is small, they tend to be consistent with the
broader results attempted at more aggregate levels. Information presented in
Table C1 suggests that manufacturing and public utilities in Australia tend to be
substantially less productive than their overseas counterparts.

Indeed, a consistent theme of available studies is that productivity in
manufacturing and utilities in Australia is low compared to world best practice.
In addition, a consistent message to emerge is that large gains can be achieved
through better use of labour and capital resources already employed. The key is
better management and a more flexible workforce.

Manufacturing

Photographic paper

In a comparison of similar plants in 1988, the Bureau of Industry Economics
(BIE 1990) found that the productivity of Australian production of photographic
paper was lower than similar plants in Brazil, Canada and the United Kingdom.
Labour and capital productivity in the Australian plant were around 56 and 58
per cent respectively of the most productive plant (United Kingdom). The
higher unit cost of production in Australia was argued to be the result of lower
labour and capital productivity, as wages were similar in Canada and the United

- i -

Country of Australian productivity
Industry comparison relative to best overseas

Photographic Paper United Kingdom 56 to 58
Water Heaters United States 25 to 50
Electricity United States 70
Postal Services New Zealand 99
Railways United States 10 to 30
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Kingdom.

A large contributor to the lower productivity in the Australian plant at the time
of the study was the lower utilisation rates of capital equipment (which was
modern) and the 'availability' of labour. While some of this appears to be
related to the smaller production runs for the markets served by the Australian
plant, a major part was due to rigidities in the utilisation of labour and capital
equipment.

Water heaters

Water heaters are produced using mature technology. In a comparison of plants
the BIE (1991a) found that Australian production was between 25 and 50 per
cent as efficient as a comparable plant in the United States, based on measures
of capital and labour productivity. In terms of competing on price and quality,
Australian plants were hampered by lower quality and more expensive inputs.

Part of the difference in the productivity of the plants in Australia and the
United States could be explained by the organisation and utilisation of labour.
Lack of capital was not the problem, as the Australian plants had more capital
per employee than the factory in the United States.

However, the BIE also noted that economies of scale played a role in explaining
the differences in productivity. For the Australian plants to take advantage of
economies they would need to export, given the size of the domestic market.
For this to occur successfully the BIE argued that large improvements in
productivity were needed in transport and on the waterfront.

In comparing Australian plants, the study also noted that the smaller Melbourne
plant was more productive. This, it argued, was the result of poorer industrial
relations arrangements and the associated less-productive organisation of labour
and management in the Sydney plant.

Electricity generation

Studies of electricity generation indicate that while there have been substantial
improvements in the productivity of the generating sector, there is a wide range
of productivity levels among Australian states — and still a large difference
between Australia and the United States (which has been used as a benchmark
in a number of studies).

The BIE (1992a) concluded that there was potential to raise performance
substantially, based on comparisons of Australian generators with best practice
overseas. This was supported in Swan Consultants (1991) who estimated that
Australian total factor productivity was around 70 per cent of the levels
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achieved by privately owned electrical utilities in the United States. The study
suggested that if Australian production was to achieve the levels of the United
States, there would have to be major efficiencies in the use of labour and
capital, and to a lesser extent fuel. Further, substantial gains in efficiency could
be achieved by reorganising some of the work — for example by contracting
out certain tasks (eg some maintenance jobs).

The productivity of the Australian state generation systems also varies
substantially. The Industry Commission (IC 1991d), Lawrence ef al (1991a,b),
Swan Consultants (1991) and the BIE (1992a) ranked Queensland as the best of
the Australian producers in 1988-89,3 with a difference of around 15 per cent
between the least and most productive of the state systems. However, the
productivity of the states tended to converge over the latter half of the 1980s.

Postal services

Estimates of the productivity of the Australian and New Zealand postal systems
indicated that, in 1990-91, New Zealand Post was about 1 per cent more
productive than Australia Post (Swan Consultants 1992).

Both organisations exhibited substantial growth in productivity in the previous
two years, as a result of restructuring. New Zealand Post made greater gains in
labour productivity (about 20 per cent higher than Australia), while the partial
productivity of contractors to Australia Post was approximately 20 per cent
higher.

Swan Consultants (1992) anticipated that the productivity of New Zealand Post
was likely to increase at about 6 per cent a year between 1991-92 and 1993-94,
indicating that Australia Post would need to lift its performance to remain as
productive as its New Zealand counterpart.

Railways

A study by BIE (1992b) indicated that Australian rail freight operations are
between 10 and 30 per cent as efficient as best observed practice (many of
which were in the United States). These results were based on a variety of
partial measures of productivity (including both labour and capital productivity
estimates). The study also indicated that there were substantial differences in
productivity among the state systems.

3 The studies exclude Tasmania, as it is based on hydro-generation (a significantly different
technology).
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This latter result is supported by estimates of multilateral productivity for
passenger and freight services presented in the Industry Commission’s recent
report on Australian railways (IC 1991f). The productivity gap between the
most and least productive of the five systems analysed was 40 per cent
(Queensland and Victoria respectively).
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D LABOUR ADJUSTMENT

Unemployment in Australia reached over 11 per cent in 1992,
compared with an OECD average of 7.5 per cent. This
appendix examines various dimensions of the way the labour
market has adjusted over the last 20 years to changes in the
level and composition of output and the consequential
demands for labour with various skills. The labour force has,
over that period, exhibited substantial adjustment to change
through various mechanisms — including changing worlkforce
participation rates (both up and down); increased participation
in higher education and training; and increased mobility.
However, a problem has existed with the adjustment of labour
that predates the recent economic downturn. Since the early
1970s, the Australian economy has not grown at a rate that
would have been sufficient to absorb increases in the labour
force. This has led to high and persistent unemployment.
Further, certain groups in the community have been hit harder
by the recession than others.

This appendix examines the adjustment of labour markets in aggregate
over the long haul and in the recent recession. It examines trends in
the composition of employment and the mechanisms through which
adjustment takes place. Finally, it documents the problem areas of
adjustment — the characteristics of those who face the greatest
adjustment burden.

Labour markets play an important role in the process of structural
change. Structural adjustment in the labour force is a broad process
of accommodating change through a mixture of growth, compositional
change, investment in skills, changing participation rates and
changing jobs. Wages (and conditions) affect change both through
their efficiency as a signal of needs for particular skills and the effect
that they have on the aggregate demand for and supply of labour.
These processes of adaptation occur continually and predate current
concerns about the relationship between economic reform and
economic cycles.
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Aggregate employment trends

Over the 1970s and 1980s, there has been a steady increase in labour
force growth with some acceleration in the mid 1980s — mainly
reflecting increased participation rates of females (Figure D1).
However, employment growth has been more varied. While there was
substantial growth through the mid to late 1980s, declines in
employment in the recessions of the early 1980s and 1990s have
opened up a substantial and sustained unemployment gap.

Between 1983 and 1990 employment growth exceeded labour force
growth by around 0.5 per cent per year, absorbing at least some of the
unemployed. This was a period of high growth in both employment
(3.2 per cent per annum) and the labour force (2.7 per cent). However,
over the 20 years from 1970 to 1990, the labour force grew faster, on
average, than labour demand — at 2.15 and 1.85 per cent per annum
respectively.

However, even if the favourable performance of the mid 1980s were to
be repeated from the current situation, the unemployment outlook
would remain grim. Specifically, if labour demand (employrment) were
to outgrow labour supply by the same 0.5 percentage point margin,

Real GDP
I Unemployment [ © 7 T Tt T T Tt
[ g cmployment |
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unemployment would still be around 750 000 or 7 per cent in the year
2000.

Employment growth is the key determinant of the final outcome.
Assuming the labour force grows at about 2 per cent in line with
projections published by the Australian Bureau of Statistics,
unemployment at the end of the millennium could be:

e less than 200 000 (a rate of about 2 per cent) if the employment
growth between 1983 and 1990 (of 3.2 per cent annually) is
repeated over the remainder of the decade; or

o little change in current numbers of unemployed (around 1 million)
if employment growth is also around 2 per cent annually.

Recent analyses of unemployment commissioned by the Economic
Planning Advisory Council support the view that high unemployment
will persist (EPAC 1992a). Gregory (1992) has also suggested that,
based on a comparison with the United States, real wages would need
to fall by 35 per cent to achieve 'full' employment (taken to be an
unemployment rate of around 2.5 per cent). The figure indicates that
substantial productivity improvements are necessary if high real wages
are to be maintained.

Employment trends in the recent recession

Recessions can be the trigger for change in the structure of total
employment. Employment in different industries is affected to
differing degrees leading to changes in industry shares in total
employment. The- relationship between the level of economic activity
and structural change is illustrated in Figure D2 which presents a
weighted 'index of structural change' in employment (based on
changes in industry shares in total employment — see note to Figure
D2). Greatest structural change in employment is evident in each of
the recessions of 1974-75 and 1982-83. The largest relative changes
occurred with the recovery from the 1974-75 recession.

Figure D2 indicates that structural change in the recent recession is
less than at a comparable stage of the other two recessions. Thus, the
slowdown in employment growth in the economy has been more
widespread than in previous recessions and less concentrated in
particular industries. It is not apparent that structural reform, which
gathered pace in the mid to late 1980s, has had much impact on the
structure of employment.
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! Sirudturélcﬁange _1_ ,:

The slowdown in the growth of the economy since early 1990 caused
an absolute decline in the level of employment. While the decline
affected most industries, its incidence was not evenly distributed.
Between February 1990 and May 1992 the net decline in employment
in Australia was 121 600 jobs (Table D1); but the largest industry
declines in employment nationally were in Construction (101 200) and
Manufacturing (99 400). A comparison of employment declines in the
recessions of 1974-75, 1982-83 and 1991-92 (Figure D3) confirms that
the most recent job losses are more widespread than in the previous
two recessions. Manufacturing employment fell in all three recessions,
but less so in the most recent recession than on the two previous
occasions.
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New South
Wales

Victoria Queensland

South
Australia

Western
Australia  Tasmania Total®

Electricity, gas and water

Construction

- Wholesale and retail trade

Transport and storage

- Communication

Finance, property and business services
Public administration and defence
Community services

Recreation, personal and other

-0.7
-7.1
-41.0
3.2
-38.5
-2.0
11.0
-3.1
-6.5
5.2
57.4
37.7

15.4

-1.2
-4.2
-25.1
-1.9
-39.8
-35.2
-3.2
-5.2
-30.3
-4.6
10.8
1.4

-139.0

-3.9
-2.6
2.3
2.8
-25.9
22.2
-14.3
-3.5
13.2
4.7
28.0
-2.9

-3.1
-1.2
-25.1
0.1
6.1
-2.8
-2.8
-2.2
1.1
0.2
2.7
6.5

-20.4

-9.7 -2.6 -23.7
1.9 -0.3 -14.8
-7.1 -4.1 -99.4
0.8 -0.1 5.7
-4.7 1.9 -101.2
-4.4 1.9 -19.8
3.7 -2.1 -10.1
0.9 1.0 -12.7
5.7 -2.9
2.4 -0.6
13.6 -1.1
1.3 0.3

4.1 -8.7
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Table D1: Employment changes, February 1990-May 1992
(cont) (thousands)
New South South Western
Wales Victoria Queensland Australia  Australia Tasmania Total®
.~ Manufacturing
Food, beverages and tobacco 1.9 7.5 1.7 1.7 1.8 -1.5
. Textiles -0.8 -2.7 0.5 -1.6 0.6 0.1
. Clothing and footwear -1.4 -9.8 1.6 -2.2 -1.1 0.3
. Wood, wood products and furniture -3.7 -0.9 3.5 -2.8 -2.3 -2.9
. Paper, paper products etc -2.3 2.2 -0.7 -1.1 1.3 1.2
Chemicals, petroleum and coal products -1.6 -1.3 2.4 -1.1 -0.7 -0.3
Non metallic mineral products -0.4 -1.5 1.9 0.2 -1.3 -0.3
Basic metal products -4.7 4.9 1.1 0.1 2.5 -0.3
Fabricated metal products -1.9 -6.0 -3.6 -2.7 -2.9 -1.1
Transport equipment -8.6 -4.6 -3.9 -5.0 -2.4 0.5
Other machinery and equipment -11.8 -10.5 0.8 -7.7 -3.3 0.3
Miscellaneous manufacturing -5 7 -2 8 -2 9 -3.1 0.9 -0.3
a Includes ﬁgures for the Australian Capital Territory and‘the Northem Territory
Source: ABS, unpublished data from the Labour Force Survey
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The decline in the construction industry has been significant in the
last two recessions. Public sector employment has grown throughout
the period.

The recession has also had an uneven impact on employment in the
states. There were net increases in employment in New South Wales,
Queensland, Western Australia, Northern Territory and the Australian
Capital Territory. The largest losses of employment were in Victoria
(139 000) and South Australia (20 400).

The generalised nature of the decline in employment in Victoria again
does not support the argument that structural reform is the major
source of job losses. Employment falls appear to be most closely
associated with the business cycle. The largest falls in Victoria were in
Construction (39 800), Wholesale and retail trade (35200) and
Finance, property and business services (30 300). As Table D2
indicates, these were among the industries with the highest
employment growth in Victoria during the 1980s.

Much of the recent public discussion has focussed on the decline of
manufacturing employment in Victoria (25 100) and more particularly
the loss of employment in the Textiles, clothing and footwear
industries. The Victorian losses are substantially less than the 41 000
manufacturing jobs lost in New South Wales. The decline in
manufacturing employment in Victoria represents less than one-fifth of
total job losses in that state. The decline in employment in
manufacturing in South Australia (25 100) is the dominant source of
job loss in that state.

An examination of the decline in employment in the manufacturing
sector indicates that the largest absolute declines occurred in the
metal manufacturing industries (69 800), with the largest
proportionate declines in New South Wales, followed by Victoria and
South Australia. The combined decline in employment in the Textiles,
clothing and footwear industries was 16 900, with Victoria accounting
for a combined loss of 12 500 jobs. This reflects, to some extent, the
concentration of these industries in that state.
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Table D2: Annual growth in employment, by industry and ’region,‘1981—82 to 1989-902

(per cent)
New South South Western
Wales Victoria Queensland Australia Australia Tasmania
Agriculture, forestry, fishing and hunting -0.1 0.3 -1.0 0.2 2.8 3.3
Mining -2.3 9.5 5.5 -0.6 3.0 -8.7
Manufacturing -1.1 -0.3 2.4 0.9 2.6 2.9
Electricity, gas and water -0.9 -4.5 -4.0 0.8 -1.8 -2.7
Construction 2.8 6.1 3.6 2.4 2.5 -3.3
Wholesale and retail trade 2.8 3.4 4.0 2.8 4.7 2.2
Transport and storage 0.1 0.2 2.2 0.8 -1.2 1.1
Communication 0.4 1.5 0.8 0.8 -0.1 -6.3
Finance, property and business services 5.0 5.5 5.6 4.5 6.2 6.9
Public administration and defence 1.3 2.3 3.6 2.2 4.0 4.8
Community services 29 2.4 4.2 2.5 3.1 1.9
Recreation, personal and other services 3.2 4.5 7.4 4.8 6.1 3.2
All industries 1.9 2.4 3.5 2.0

a Average annual changes over the nine-year pei‘iod.
Source: ABS, unpublished data from the Labour Force Survey




APPENDIX D

Trends in the composition of employment

Industry demand

The composition of production and employment changes continuously.
Table D3 shows changes between 1981-82 and 1989-90
(corresponding to the two peaks in output).

Change in the composition of employment largely follows change in the
composition of output (Appendix A). Differences in the growth of
output and employment are reflected in changes in the average
product of labour.

Employment

Output/employment Capital/labour
Annual growth®  Annual growth® |

Annual growth@Total change

(%) (000s) (%)

Finance, property and
business services 4.34 322.6 . 2.19
Recreation, personal
_ and other services 3.39 160.0 2.62
| Community services 2.96 321.0 0.89
| Wholesale and retail
 trade 1.96 242.7 ) 0.99
| Transport, storage and
| communication 1.54 60.5 . 2.31
| Public administration
and defence 1.46 44.0 -0.10
Construction 1.39 61.7 3.42
| Agriculture, forestry,
| fishing and hunting 0.55 13.8 -0.39
. Mining -0.33 -2.3 3.70
Manufacturing -0.83 -73.3 2.24
| Electricity, gas and
 water -1.54 -14.5 2.68

e e e S

Al industries 1.62 977.0
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The largest increases in employment were in Finance, property and
business services, Wholesale and retail trade, Community services and
Recreation, personal and other services. These increases easily
outweighed the falls in employment in Manufacturing and Electricity,
gas and water — leading to a net increase in employment of just under
one million people.

Growth in employment over the period also differed between regions.
Table D2 illustrates that the highest rates of growth occurred in
Queensland, Western Australia and Victoria. At the industry level,
growth was highest in service industries in most states. Employment
growth was weak in manufacturing in New South Wales and Victoria,
but grew strongly in Queensland, Western Australia and Tasmania.

Full- and part-time employment

While full-time employment remains the dominant form of work, there
has been strong growth in part-time employment for both males and
females (Table D4).

Full-time work has also grown over the last 20 years, but is declining
in relative importance (Table D4). The growth rate for female

Proportion of labour force Annual growth@

1970 1990 1992 1970-82 1982-90 1990-92

Males
Full-time 97 92 89 0.55 1.29 -2.9
Part-time 3 -8 11 4.41 4.23 12.2

Females
Full-time 74 60 58 1.16 2.82 -1.8
Part-time 26 40 42 3.88 4.31 2.5

Persons
Full-time 89 79 76 0.73 1.77 -2.5
Part-time 11 21 24 3.99 4.29 4.8
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participation in full-time work is higher than that for males, but in
both cases not as high as the growth in part-time work.

Occupational change

The changing structure of the economy outlined above suggests
changing occupational requirements. Increasing capital intensity in
the economy generally requires an increasingly skilled labour force
(Table D5).

1970-82 1982-91

Managers and administrators 1.10 2.34
Professionals 3.32 2.79
Para-professionals 2.58 2.25
Tradespersons 0.25 0.61

Clerks 1.65 2.29
Salespersons and personal service workers 1.70 2.87
Plant and machine operators and drivers 0.09 0.60
Labourers and related workers 0.54 1.42
All occupations 1.29 1.95

Employment in skilled occupations has generally grown faster than in
unskilled occupations. The occupations in which employment grew
faster than the national trend in the 1970-82 period were
Professionals, Para-professionals, Salespersons and personal service
workers, and Clerks.! — occupations which require more skilled or
educated people to perform increasingly specialised and complex
tasks.

1 The Australian Standard Classification of Occupations (ASCO) (ABS 1986)
is based on a continuum of skill. For example, Para-professionals (which
includes registered nurses and police) are classified as less
skilled/specialised than Professionals (which includes school teachers
and engineers, for example).
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Between 1982 and 1991 the higher growth in employment of skilled
groups became more marked.2 Employment of Managers and
administrators grew faster than in the previous decade. Other
occupations which grew faster than average were Sales persons and
personal service workers (growing at 3 per cent in line with the growth
in the services sector), Professionals, Para-professionals and Clerks.

There has been a consistent and substantial movement away from
unskilled occupations towards the more skilled occupations in most
industries. This is evident in the Manufacturing, Communication,
Construction, Finance, property and business services, and Electricity,
gas and water sectors (Table D6).

Education and training

The education and skills of the labour force are an important
component of growth and employment creation. A recent cross-
country study of GDP growth by Mankiw et al (1992) suggested that
education was a highly significant ingredient, in addition to investment
in plant and equipment. However, the relationship between these
factors is complex — for example countries such as Sweden and Japan
approach education and training and organise work in different ways,
but both have low unemployment. Thus, measuring the quality of the
labour force using partial measures, such as years of formal
education, only provides an imperfect indicator of the role of education
and training.

The level of formal training of the Australian labour force has risen
over the last decade (Table D7). Increases have been recorded in both
the degree and trade qualifications categories. This is consistent with
the higher rates of growth in employment of the higher-skilled
occupations noted earlier.

2 In 1970, the higher-skilled occupations (Managers and administrators,
Professionals, and Para-professionals) accounted for 24 per cent of total
employment. In 1990, they accounted for 30 per cent.
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Table D6: Changes in employment, by industry and occupation, 1986-91
(per cent)@

Salespersons Plant and

and personal  machine Labourers
Managers and Para- service operators  and related

Industry administrators Professionals Professionals Tradespersons Clerks  workers and drivers workers
Agriculture, forestry, fishing and

hunting -5.23 b 0.81 -1.15 1.38 b -0.80 4.44
Mining 0.05 5.55 -0.18 -6.43 1.35 b 3.05 -3.38
Manufacturing 1.23 1.26 0.40 -2.15 0.16 0.50 -1.83 0.41
Electricity, gas and water b 5.25 -1.46 -5.37 2.76 b -0.14 -1.69
Construction 2.28 -0.62 0.00 -2.31 0.07 b 0.39 -0.06
Wholesale and retail trade 0.54 -0.07 0.17 -0.78 0.01 0.05 0.54 -0.47
Transport and storage 1.02 0.40 -0.41 -0.31 -0.25 1.59 0.88 -2.99
Communication 0.54 3.01 1.37 -7.88 0.40 b b -0.88

. Finance, property and business

services -0.70 3.60 0.00 -0.04 -2.99 -0.92 -0.14 1.18
Public administration and

defence 0.05 3.15 -0.64 -1.65 0.41 0.38 0.46 -2.09
Community Services 0.21 -1.78 0.20 -0.51 1.02 0.86 0.24 -0.24
Recreation, personal & other

services 0.24 0.38 -0.08 -2.77 0.72 -2.29 0.64 3.15

All industries 0.15 0.85 0.06 -1.71 0.30 0.86 -0.52 0.01

a Percentage point changes from 1986 to 1991.
b sampling errors too large to provide reliable estimates.
Sources: ABS, The Labour Force, Australia (Catalogue no. 6203); ABS, Labour Force Survey (unpublished data)
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Without post-school qualifications
With post-school qualifications: of which

Degree or equivalent
Trade
Other

Adjustment mechanisms

Flows of labour into and out of employment (and indeed the labour
force) provide an important mechanism of adjustment. Workers
constantly make decisions about whether they should participate in,
retire from, enter or exit the labour force, or move to another part of
the country.

Labour force participation

The pattern of labour force participation in the economy has changed
significantly over the last 20 years (Table D8) and is consistent with
trends in other OECD countries (OECD 1992c). Male participation fell
during the 1980s, while female participation increased. The fall in
male participation is concentrated in older age groups. The growth in
participation of married females was the main cause of the increased
female presence in the labour force.

Retirement

Older members of the labour force can elect to retire early in response
to economic conditions, representing a form of adjustment. However,
the latest available date does not support the view that retirement due
to lack of job opportunities is an important factor — with 88 per cent
of early retirees in 1989 choosing to do so for personal reasons;
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Females

Males Married Unmarried

83.0 35.2 48.5

77.9 42.6 45.8
75.2 44.3 47.8
75.0 52.8 50.6

52.6 51.7

whereas only 5.9 per cent of early retirees did so because they were
unable to obtain work.3

Retirement need not mean complete separation from the labour force.
Retirees can maintain some attachment through varying degrees of
part-time work. Table D9 suggests that part-time work has become
marginally more important for retirees as has, to a lesser extent,
income derived from investments. ' There is little change in the
proportion of retirees primarily dependent on age pensions and
superannuation. Although the small changes are consistent with
changes making superannuation more accessible to a growing
proportion of the population, the effects of more recent changes will
not become readily apparent for some years.

Geographic mobility

Between 1981 and 1986 population movement has predominantly
been from the south-east to the north and west of the country (Bell
1992). This is consistent with trends that have been apparent since
the late 1940s, with movements to Queensland becoming dominant
since 1971.4 The impact of these movements is such that the

3 Derived from irregular ABS collections, the latest of which is for 1989
(ABS 1989).

4 Net movements are small relative to total population, with Queensland,
Western Australia, the Australian Capital Territory and the Northern
Territory gaining 90 000, 16 000, 4800 and 3700 respectively. The losses
to New South Wales, Victoria, South Australia, and Tasmania were
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Pension
Superannuation

Part time work
Investments

population of Queensland increased by 60 per cent above that
attributable to natural increases.

Geographic mobility is dominated by the young employed. Young
adults are the most mobile, with 25-44 year old males dominating
interstate movements. Interstate migration between 1981 and 1986
comprised 60 per cent employed, 30 per cent not in the labour force
and 10 per cent unemployed.

Employment mobility

Data presented in Table D10 illustrates that new entrants are a major
source of change in the labour force. For example, over half of those
who changed their 'not in the labour force' status between September
and October 1991 secured a job, although the work was
predominantly part-time employment (and unaffected by sex or marital
status). The data also suggest that part-time work is often a path to
obtaining full-time employment.

Unemployed people who change employment status are evenly split on
average between those who decide to exit the labour force and those
who find employment. Disaggregation of the data indicates that there
is a greater tendency for males to find work once unemployed, while
females are more likely to leave the labour force.

62 000, 40 000, 8700, and 2100 respectively. The losses were spread
over most of the regions of the states.
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Labour force status in October 1991

Employed  Employed Not in labour
full-time part-time  Unemployed force

Labour force status in September 1991

Employed full-time 95.3 2.8
Employed part-time 10.7 77.9
Unemployed 8.2
Not in labour force 0.9

Job mobility

The duration of employment provides an indication of the frequency of
job changes and allows for an analysis of how much adjustment
actually takes place in labour markets. Duration here is measured by
looking firstly at those employed less than three months — so as to
provide some indication of 'turnover' within industries (Table D11) —
and secondly, by looking at those employed five years or more — to

Industry of current job

Agriculture

Manufacturing

Construction

Wholesale and retail trade

Finance, property and business services
Public administration and defence
Community services

Recreational, personal and other services
Other

Average
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Tab!e D12. Duratlon of employment of rnore than five years,
- by mdustty, 1972 and 1991
(percgntage of emp{eyed persons)

Industry of current job 1972 1991

Agriculture 63.15 59.56
Manufacturing 39.45 42.07
Construction 35.44 42.34

Wholesale and retail trade 31.50 28.49
Finance, property and business services 49.78 32.71
Public administration and defence 30.37 49.19
Community services 41.17 43.91
Recreational, personal and other services 24.89 22.92
Other 38.51 39.89

Average 37.67  39.42

mmj on esﬁmates derived f_rom ABS Labour Mobiluy Austmlia

gain some idea of the stability of employment in individual industries
(Table D12).

The information in the two tables suggests a labour force in which
significant job movement occurs around a stable 'core’. The core
represents about 40 per cent of the labour force who have been in the
same industry or occupation for more than 5 years. Job movement
involves, on average, about 9 per cent of workers. This holds also
when duration of employment is examined by occupation.

There is some suggestion in Table D11 that the labour force is
becoming less mobile, with people tending to stay in certain industries
or occupations longer. From Table D11 it is evident that there is less
turnover in 1991 than there was in 1971 — and at the same time a
greater proportion of people are staying on in industries and
occupations for more than five years. It is not clear whether this
change represents the effects of the recession (during which there are
fewer alternative employment opportunities) — so that people tend to
stay in existing jobs and lay-offs are concentrated on the most recently
recruited employees.
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Wages

Over the 1980s, both real average weekly earnings and real unit labour
costs (the cost of labour per unit of output) tended to fall (Table D13).
However, towards the end of the 1980s the fall appeared to have
stabilised.

Wage differentials — along with employment conditions — can induce
people to change jobs and to undertake necessary training in order to
do so. This can act as an adjustment mechanism, with higher wages
and better conditions in more productive industries drawing people
from less competitive industries and less well paid occupations.
Generally speaking, the larger the scope for variation in wages (and
conditions), the more effective is this mechanism. While a simple
summary measure of variations in employment conditions is not
available, some indication of movements in wage relativities is provided
in Table D14, which shows the ratio of the highest to the lowest wages,
broken down by industry and occupation, together with a measure of
the extent of the dispersion of wages, by occupation.

The data paints a mixed picture of what has happened to wage

Real

average
weekly
earnings

1981-82 100.0
1982-83 101.5
1983-84 102.4
1984-85 102.5
1985-86 100.4
1986-87 98.5
1987-88 98.3
1988-89 97.9
1989-90 96.9
1990-91 97.5
1991-92 (estimate) 98.5
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Table D14: Changes in wage relativities, 1981-91
(ratios and coefficients of variation)

Award wages Average weekly earnings

1981 1986 1987 1990 1991 1981 1986 1987 1990 1991
Ratio of lowest to highest:

Industries

Manufacturing 0.81 0.71 0.70 0.73 0.71 0.85 0.78 0.71 0.73 0.81
Non-manufacturing 0.71 0.65 0.63 0.72 0.64 0.55 0.56 0.55 0.61 0.56
Occupations? 0.58 0.63 0.65 0.64 0.62

Wage Dispersion
OccupationsP ‘, -~ 021 023 024 016

a Occupations classified by Australian Standards Classification of Occupations (ASCO)
system (ABS 1986). Prior to 1986 Classification and Classified List of Occupations
used. : ; =

b Calculated as the coefficient of variation of average ordinary time earnings by one
digit ASCO classification. (The larger the coefficient, the greater the dispersion.)

Source: ABS, Distribution and Composition of Employee Earnings and Hours, Australia

(Catalogue no. 6306.0) ‘

relativities over the last decade. While there is evidence of a tendency
towards wage compression between occupations, this is not apparent
in the industry data.

The structure of unemployment

While there is evidence that the labour force in Australia has made
substantial adjustments to change in terms of the structure of
employment, there are still some sections of the population that are
having trouble adapting to change.

An examination of unemployment data indicates that unemployment
experience differs between groups. Young people, even though they
have higher rates of unemployment, are less likely to experience long-
duration unemployment. This is similar to the structure of
unemployment in the majority of OECD countries (OECD 1992c).

Older people have lower unemployment rates but face a higher
probability of long-term unemployment if they lose their job —
suggesting difficulty in adjustment. In May 1992, 24 per cent of males
(90 400 people) aged 15-19 years were unemployed and 20 per cent
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(18 000) of them were long-term unemployed, compared to an
unemployment rate of 7 per cent (159 000) for males aged 35-54 years
of whom 41 per cent (64 000) were unemployed for over a year. The
high rate of unemployment amongst the young may be explained in
terms of a period of job search in the transition from school to work,
which may be lengthy if there are few vacancies available.

The difference in unemployment experiences of younger and older
unemployed — in terms of duration of unemployment — may be
explained to some extent by differing skill composition. The
probability of becoming long-term unemployed appears to be lower the
higher the level of skill or training possessed (Table D15). This
suggests that long-duration unemployment is more likely to be made
up of the unskilled (OECD 1992). The average educational attainment
and skill level of young unemployed people is often higher than older
workers. Many young unemployed enter the labour force with a
variety of recently acquired and relevant qualifications, as they begin
to search for work; whereas older unemployed are more likely to

Table 015 Average duratlon of unemploymem by educatnonat .

attamment 1980-90
(weeks) -
Hrghest qualification 1980 1983 1986 1990
With post-school qualifications? 22.7 234 359 331
Degree 20.1 220 234 276
; Trade qualification or apprenticeship? 225 23.0 380 374
| Certificate or diplomaP 335
Without post-school qualifications® 296 346 475 419
Attended highest level of secondary
school available 185 245 295 235
Did not attend highest level of secondary
school available 314 372 525 48.0
 Totald 27.5 30.9 427 37.4

a2 Inc!ud% people with other post-sehooi quahﬁcations ‘ _ .
b Prior to February 1987 the data now _published in the Edneaﬁonal Atj:ainment
‘categoﬁes "Trade qualiﬁcatwn or apprenticeship’ and 'Cerﬂﬁcate or dipl we
 published as a single group ‘Trade technicaI or other eerﬁﬁcaie
_ Includes people who never attended school.
d‘,lncludespeop]gagedwtoﬁ()sﬁllatschﬂal - -
~ Source: ABS, LabourForceS!n&:sandEduca&analAttainment,Aus atal
1o 6235.0); reproduced fmmJunankar and Kapnscmski 119913'* -

a
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become long-duration unemployed because of a lack of skills which
are in demand. Also, increasing school retention rates and the
expansion of post-secondary education further suggest that younger
age groups will be better educated on average than earlier generations.
The compositional differences then lead to lower average duration for
younger members of the labour force as, on average, they have more
saleable skills. It is also possible that the perception of the ease of
training younger compared to older members of the labour force also
affects the decision to hire. Wages structures also influence decisions
to employ. Given that awards fix the downward flexibility of wages, for
a given wage, an employer is more likely to prefer employees with
better skill bases, as it reduces the cost of training.

Junankar and Kapuscinski (1991) found that migrants, especially
from non-English speaking countries, Aborigines and Torres Strait
Islanders experienced above-average duration of unemployment. It is
not clear from the data the extent to which the worse experiences of
these groups reflect inadequate skills, geographic location relative to
work opportunities, initial learning difficulties or discrimination.

The time spent unemployed also appears to increase the probability of
remaining unemployed for longer in two major ways.®> First, over time
the search for employment becomes less intense due to
disillusionment and as contacts with former colleagues and workmates
decline. Second, potential employers may regard unemployment as a
negative indication of suitability for employment, with the longer the
period of unemployment the more negative the signal. Such an
interpretation makes sense to the extent that skills can rapidly
atrophy without use, and that specific skills — especially those learnt
on the job — are even more likely to become quickly outdated.

Regional data indicate that the increasing duration of unemployment
is nation-wide. While there are regional differences in the rate of
unemployment, the proportion of unemployment accounted for by
long-duration unemployment is clustered in a band of between 20 and
30 per cent in all states.

5 See Junankar and Kapuscinski (1991) for a discussion of unemployment
duration.
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REFORMING GOVERNMENT BUSINESS
ENTERPRISES

Efficient government-owned business enterprises are vital to
Australia’s economic performance because of the key role they
play in influencing the quality and cost of economic
infrastructure.  Comumnission inquiries into this area (eg
electricity, rail, water and postal services) have served to
demonstrate the importance of competition, commercial focus,
accountability and performance monitoring in promoting
efficient service delivery.

Improving the performance of government business enterprises (GBEs)
is an important challenge for a number of reasons. GBEs are a vital
component of the Australian economy (Box E1). In addition, they often
provide essential goods and services to households and firms which
can represent a significant part of household expenditure and industry
costs. GBEs also compete with private firms for resources such as
labour and capital. Furthermore, loss-making GBEs impose a
significant burden on taxpayers.

Given the contribution GBEs can make to improving Australia’s
economic performance, the Commission has evaluated — in several of
its recent inquiries — the potential to improve performance via a range
of measures. Examples include:

e removing barriers to competition and, in some cases, structural
reform to actively promote competition;

J institutional and administrative reforms designed to enhance
commercial focus and accountability;

. privatisation, to promote on-going cost reductions, and;
e other measures — such as pricing reform and improved

investment appraisal — designed to improve the way in which
resources are used.
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In the past year, the Commission has considered GBE reform in its
water resources and waste water disposal; intrastate aviation; and
mail, courier and parcel services inquiries. There is also an inquiry
underway into port authority services and activities.

As a result of these inquiries the Commission is continually refining its
approach and applying it on a case-by-case basis.

Removing obstacles to competition

It is now widely recognised that the best incentives for improved
performance are generated in a competitive environment. Competition
provides direct incentives for on-going reductions in costs, the
implementation of efficient pricing practices and for soundly based
investment decisions.

However, in the past, obstacles to competition have existed in many of
the markets dominated by GBEs. These have taken several forms,
with legislative barriers to entry and exemptions from specific
government taxes and charges being important examples. Such
restraints on competition were analysed during the course of the
Commission’s inquiry program during the past year.

Legislative barriers to entry

A number of participants in Commission inquiries have argued that it
is necessary to retain legislative barriers to entry to ensure that GBEs
can continue to meet government directives to undertake and fund
loss-making activities which they would not otherwise provide —
commonly referred to as community service obligations or CSOs.
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However, in a competitive environment arising from the removal of
what are in many cases artificial barriers to entry, CSOs can continue
to be met by governments contracting with service providers and
financing non-commercial activities directly via their budgets.

In its draft report on mail, courier and parcel services, the Commission
recommended that this approach be applied in the area of letter
services to meet the social objective of providing reasonable access to
such a service for all Australians. However, the current CSOs for
Australia Post also include a requirement to impose a uniform charge
for standard letters. In a competitive environment Australia Post
would not be able to meet this obligation because it would have no
influence over charges for letter services provided by private operators.
If Australia Post were forced to maintain a uniform charge for standard
letters, it would be placed at a competitive disadvantage in that other
suppliers would be able to offer lower prices in low-cost areas of the
network.

The Commission’s response to this issue was to suggest, in its draft
report, that the Government should abandon its uniform charge
objective in favour of the alternative objective of providing universal
access to standard letter services at a maximum 'affordable’ price.
This would involve the Government paying costs in excess of a
‘maximum’' charge for a standard letter. The Commission noted that
this charge could be set initially equal to the current uniform charge.
No member of the community would need to pay more than the
maximum charge. Prices for lower-cost services would be set
competitively.

The Commission has continued to suggest that direct funding of CSOs
by governments is preferable to resort to cross-subsidies by GBEs.
Direct funding has a number of advantages — it would:

¢ encourage regular review and scrutiny of CSOs in the context of
annual budgetary cycles;
¢ reinforce the commercial focus of GBEs;

. encourage greater public scrutiny than is possible when services
are being cross-subsidised; and it can

e help reduce hidden economic costs associated with cross-
subsidies.
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Direct funding therefore makes it possible to eliminate barriers to
competition which are required to support the practice of cross-
subsidisation.

Exemptions from taxes and charges

In its inquiry into intrastate aviation, the Commission considered
special advantages accruing to publicly owned airports. A number of
airports owned by state government authorities do not have to pay
Commonwealth taxes (for example, sales and income taxes). As a
result, these airports are provided with a competitive advantage over
other airports (and, indeed, other economic activities which are liable
for all government charges). In addition, exemption from taxes can
lead to landing charges which are lower than they would be otherwise.
Such an artificial stimulus te demand could lead to inappropriate
investment decisions being made about increasing capacity.

The Commission reaffirmed its view that public enterprises — such as
publicly owned airports — should not be advantaged by being
exempted from the payment of Commonwealth, state or local
government charges.

Structural reform

The removal of regulatory barriers to entry may not be sufficient in
itself to promote competition. A variety of factors — such as
significant 'sunk’ costs and strategic behaviour by incumbent firms —
may prove just as effective as legislative barriers to entry and the
existence of natural monopoly in preventing emergence of a
competitive market (at least in the short term).

In examining ways to introduce effective competition to industries
dominated by GBEs, it is important to assess the likely benefits that
separation of activities could confer. Market power exercisable by a
vertically integrated firm can represent an obstacle to potential new
entrants because of the ability of the incumbent to stifle competition
(eg via predatory pricing). Vertical separation seeks to break up the
dominant firm into a number of separate units and, by removing
artificial barriers to entry (such as legislative prohibitions), encourage
the entry of new firms.
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However, once separation occurs it may be necessary to regulate
reintegration and other anti-competitive behaviour. Access to
networks is particularly important in this regard as the owner of a
network has an incentive to exploit potential users by raising prices
above the cost of supply — thus limiting access. Regulation of
investment programs and prices may therefore be necessary to ensure
that deliberate over- or under-investment does not occur, and to
prevent (inefficient) discriminatory pricing.

Clearly, there will be trade-offs between efficiency gains from greater
competition and efficiency losses due to an increase in 'transactions'
and regulatory costs.

The relative importance of each of these issues will be determined by
the characteristics of the industry under consideration. For example,
transaction costs are particularly important when close co-operation
between the firms in a separated industry is required to maintain the
reliability of the system and minimise costs. In addition,
interdependency between outputs may increase the cost of vertical
separation, particularly when the writing of long-term contracts is
expensive and risky. Given the central role of industry characteristics
in determining the magnitude and direction of the efficiency trade-offs
associated with vertical separation proposals, it is necessary to adopt a
case-by-case approach. For example, in its Energy generation and
distribution report, the Commission advocated the structural break-up
of the electricity industry in order to encourage effective competition,
particularly in generation. The report proposed that the generation,
transmission and distribution elements of the electricity industry be
separated. @ The Commission concluded that the benefits from
increased competition were likely to outweigh any loss in transaction
economies due to the increased costs of co-ordination and regulation.

However, the Commission’s Water resources and waste water disposal
draft report concluded that there is limited scope for the development
of effective competition through the structural break-up of the
industry and that any potential benefits of vertical separation were
likely to be outweighed by increased transactions and regulatory
costs.! It therefore recommended that reform should be directed
towards enhancing the commercial focus and accountability of water,

1 A possible exception identified by the Commission is in the area of
sewerage treatment where the development of new technologies may allow
new firms to enter, providing services to specific industries and groups of
households.
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sewerage and drainage enterprises, within the existing integrated
industry framework.

Institutional and administrative reform

Where competition is difficult or judged to be too costly to introduce
and maintain, there are other measures for promoting GBE efficiency.
Examples advocated by the Commission in its recent inquiries include:

. institutional reform;
. performance monitoring; and

. regulation to limit the misuse of monopoly power.

In applying these measures, there is a need to take into consideration
the range of institutional and market arrangements prevailing in
industries dominated by GBEs — by tailoring reform to individual
circumstances.

Institutional reform

Institutional reform can encompass a variety of reforms which are
collectively designed to reinforce incentives for GBEs to become more
efficient. The measures listed in Box E2 generally aim to provide
greater commercial focus for managers, distance government from
day-to-day operations and decision-making processes of GBEs, provide
greater accountability and put GBEs on the same commercial footing
as private enterprises (competitive neutrality).

There are a number of ways in which these initiatives can be
implemented. For example, they could be introduced to GBEs without
any fundamental change in the structure of the organisation.
Alternatively, they could be introduced as part of the process of
corporatisation.

Corporatisation involves the incorporation of GBEs under Corporations
Law. (Corporations Law aims to ensure the free flow of information on
the financial position and prospects of commercial organisations. It
also imposes additional disciplines upon managers and directors).

The initiatives listed in Box E2 should also be tailored to the
circumstances applying in particular industries. For example, in its
water report the Commission recognised that many water authorities
can be required to pursue a range of potentially conflicting objectives
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‘E2‘"" RefY mmg lnstltutlonal arrangements for GBEs ‘

s

(eg in the areas of service provision, resource management and
regulation). Governments therefore need to ensure that service
providers are commercially focussed, with responsibilities clearly set
out and processes for resolving conflicts between commercial and
other objectives clearly defined. They should also clarify the
relationship between water management, service provision and
regulatory functions and how conflicts are to be resolved.

Performance monitoring

In the absence of competitive disciplines, monitoring of GBEs is
necessary to ensure that service providers do not seek to improve their
commercial performance by abusing their monopoly power — by either
restricting output, reducing service quality or 'stripping assets' in
order to meet rate-of-return targets. With continued government
ownership of GBEs, monitoring is also necessary to ensure that
services are provided in a cost-effective way, and that proper analysis
is carried out of proposed investments.

Given the range of objectives for performance monitoring, it must
embrace a range of indicators. For example, it should include
monitoring both financial and non-financial performance, using a wide
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range of indicators focussing on particular areas — such as rates of
return and service quality.

In its reports on water resources, intrastate aviation and draft report
on mail, courier and parcel services, the Commission has reiterated its
support for use of rate-of-return targets to discipline the performance
of GBEs.

The Commission has recognised that there are a number of difficulties
associated with interpreting rate-of-return indicators. For example, a
divergence in an enterprise’s achieved returns from the financial target
may not necessarily indicate a change in strategy or management is
required. It is first necessary to establish the cause of the
discrepancy, for example, whether the divergence is due to diminished
operational efficiency, past bad investment decisions, or a temporary
discrepancy which is in the normal range expected for the enterprise
concerned.

The inherent usefulness of rate-of-return targetting therefore arises
from the process of reviewing performance and identifying the major
factors impacting on financial outcomes. The experience of the
Commission in many inquiries into GBE-dominated industries
suggests that it is not possible to develop one all-encompassing
criterion by which to judge the performance of GBEs. On its own, a
financial target is not a sufficient test of performance. Non-financial
indicators should therefore be used to complement financial targets as
indicators of GBE performance. Non-financial indicators may be used
to provide measures of quality of service, efficiency and effectiveness.
Appropriate indicators may be specific to particular industries.

Formal procedures for auditing and publishing the performance of
GBE investments is another measure which can usefully supplement
financial targetting. Post-completion audits of capital expenditure are
now undertaken by many large private sector companies. They help
identify problems, review the accuracy of forecasts and highlight
questions which should have been asked and/or satisfactorily
answered before the project was undertaken. Used in this way they
provide useful reminders of relevant analyses as necessary inputs to
subsequent investment decisions.

Regulation

Monopoly control of networks without provision for access on
appropriate terms and conditions by other than incumbent firms may
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be used to restrict competition. Some form of regulation may be
necessary to ensure that access is available at an efficient price. This
question has been considered previously by the Commission in its
reports on Energy generation and distribution and Rail transport. In
both cases, the Commission preferred to adopt a 'light-handed'
regulatory approach to minimise the cost or regulation. It has
recommended that Commonwealth and state legislation be changed so
that coverage of the Trade Practices Act be extended to oversee such
matters.

The Commission has also relied on this approach in its draft
recommendations on encouraging further competition in the provision
of postal services. It suggested that the Trade Practices Act could also
be used to ensure that the terms and conditions of access to Australia
Post’s network were fair to all parties involved.

Transfer of ownership

In its inquiries, the Commission has considered the additional benefits
that may accrue from privatisation — involving the transfer of
ownership of a GBE to the private sector.

A key factor determining the efficiency of an enterprise is how it is
managed — not whether it is publicly or privately owned. It may be
possible to create the kind of incentives which will maximise efficiency
under any type of ownership. However, there are often problems in
introducing appropriate incentives to public enterprises. Furthermore,
there may be other features of private ownership that are likely to give
managers far greater incentives to pursue efficiency gains — examples
include the threat of takeover or bankruptcy.

In this context, the primary purpose of privatisation is to reinforce the
incentives for managers to pursue commercial objectives and to
operate the enterprise efficiently. In fact, it can be argued that private
ownership would be preferred to public ownership even under
monopoly conditions. However, in reality there are clearly trade-offs
between the efficiency of private ownership and regulation to curb
expected monopoly behaviour.

The major factor promoting efficiency is likely to be competition rather
than ownership per se. In its approach to GBEs, the Commission has
taken the view that the major aim of reform should be to promote
competition, where this is likely to be beneficial. The case for transfer
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of ownership as a means for improving efficiency then depends on
whether privatisation is likely to confer additional net benefits.

In its water report the Commission found that, while public ownership
of urban water authorities should be maintained, there are potential
gains to the community from privatisation of irrigation systems. While
ownership of irrigation assets remains in public hands, a taxpayer
commitment to maintain and refurbish uneconomic systems is likely
to be ongoing. But with private ownership, decisions regarding the
refurbishment of existing irrigation infrastructure are more likely to be
determined by commercial criteria.

In its Mail, courier and parcel services draft report the Commission
argued that the Government should only review whether Australia Post
should remain in public ownership once competitive networks had
been established.

Other issues

Pricing policies

Encouraging efficient pricing is a central feature of desirable GBE
reform. The Commission has found in many of its inquiries that the
pricing policies of GBEs have impaired economic efficiency. Prices
have frequently borne little relationship to the cost of efficient supply.

The role of prices was accorded a particularly important role in the
Commission’s inquiry on water resources. In this inquiry it was found
that prices charged for water services in most parts of Australia do not
fully recover costs. This situation has been facilitated by the
acceptance, by government, of less than full cost recovery. This has
encouraged water users to demand levels of service which exceed their
willingness to pay for additional units of water, and removed incentives
for governments to resist unreasonable demands for water services.
The resulting over-use of water contributes to environmental damage
and requires substantial investments in new capital works, which
could otherwise have been delayed or avoided. For this reason the
major findings of the water report emphasised the need to get prices
'right'.

In the case of intrastate aviation, the Commission found that the
pricing policies of the Federal Airports Corporation (FAC) resulted in:
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the majority of FAC airports operating at a loss; aeronautical charges
being cross-subsidised by revenue from non-aeronautical activities;
and charges paid by general aviation aircraft bearing little relationship
to their use of smaller FAC airports. The Commission found that these
policies adversely affected the economic performance of both the FAC
and aviation operators.

To achieve lasting improvements, the Commission has generally
refrained from prescribing pricing policies or the structure of prices for
GBEs. Instead it has relied on supporting progress towards greater
cost recovery, removal of cross-subsidies and proposals such as
removing barriers to entry and structural reform to provide the
commercial environment in which more efficient pricing policies will
emerge.

Where competition for services supplied by GBEs is possible, there is
little to be gained from close government involvement in the
determination of prices. In such cases, potential competition should
be sufficient to assure efficient prices — along with minimisation of
costs and a rate of return commensurate with the cost of capital to the
enterprise.

Exceptions to this approach have arisen where an enterprise enjoys a
natural monopoly in the supply of some services, which enables it to
control and raise prices. In such cases, the Commission has
recommended regulatory guidelines and oversight of pricing.

In its water resources report, the Commission recommended the
adoption of two-part tariffs by urban water authorities.  The
recommended approach incorporates an access charge and a usage
charge for each kilolitre of water supplied. The Commission adopted
this approach partly in recognition of the natural monopoly
characteristics of water-supply networks and the indivisibilities
involved in the expansion of capacity. There can be no presumption
that natural monopoly firms will adopt efficient pricing policies in the
absence of actual or potential competition.

The water inquiry also brought into sharp focus the importance of
proper decision making on new investment in infrastructure to
improve efficiency in the use of community resources. Efficient pricing
is fundamental to making best use of available capacity and to guide
the timing and nature of new investment to augment capacity.
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Investment appraisal

New investments on the part of GBEs are typically large and long-lived.
In the interests of maximising their contribution to economic growth,
the capital resources invested in GBEs should be used as efficiently as
possible. Efficient investment policies require that assets are neither
replaced prematurely nor belatedly, encouraged by a careful economic
evaluation of proposed new capital works.

The evaluation of new capital works was a significant issue in the
Commission’s water inquiry, perhaps more so than in other recent
inquiries into GBEs. As noted above, government preparedness to
subsidise the capital costs of water authorities has encouraged over-
investment in water infrastructure, especially in rural areas. The
willingness of governments to support the capital costs of authorities
has removed the incentive for them to adequately justify new
investments and to properly manage existing assets.

The Commission said that, in principle, investment in new water,
sewerage and drainage infrastructure and new irrigation schemes
should only proceed if it can be demonstrated that the investment will
support prices sufficient to fully recover costs — including an
appropriate rate of return on capital.

However, the Commission recognised the practical difficulties of
applying this rule when the new investment involves infrastructure to
refurbish or augment an existing network which is not fully recovering
costs. In such cases the Commission argued that, in setting annual
limits on permissible price increases, the owner government should
have regard to both the need for improved cost recovery on existing
assets and the need to ensure that, for new investments, there is full
cost recovery over the life of the assets in question.

In addition, it suggested there is a need for greater public disclosure of
investment plans and project analysis as a discipline on the
investment policies of governments and water authorities, and for ex
post monitoring — particularly for large GBE investments.
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F PROGRESS ON MICROECONOMIC REFORM

Since 1989-90, the Comunission’s Annual Report has
included a list of microeconomic reforms undertaken by
Commonuwealth, State and Territory governments. This
appendix summarises reforms that have been undertaken
in the past year.

Reforms listed in this appendix rely on information supplied by
State and Territory governments. Commonwealth reforms were
compiled by the Commission itself.

The appendix is intended to provide a broad outline of the scope
and depth of new reform initiatives. As with last year’s survey,
the reforms have been categorised in the following sections:

o industry-specific reforms;

«  general reforms;

« environmental management;

o labour market reforms; and

. government business enterprise reform.
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Sector

 Attachment F1: Industry-

Jurisdiction Date

specific reforms

Nature of reform

Significance

General

Mining and mineral
exploration

Mine safety

NSwW

NSW

NSwW

Qud

NSW

NSW

May
1992

1991-92

1991-92

1991-92

1991-92

1991-92

The Mining Act introduced streamlined and
simpler administrative procedures.

Lease consolidation program completed by the
Department of Mineral Resources.

Introduction of new access arrangement
provisions which allows for a system of
negotiation and arbitration between explorers
and landholders/occupiers.

Review of tenure processing procedures and
introduction of a revised policy on survey
requirements for mining leases prior to grant.

The Department of Mineral Resources allows
accredited private firms to undertake routine
regulatory testing and evaluations and
approve explosion protected electrical
equipment in coal mines.

Strategies in place to shift 'ownership' for mine
safety to mine management by integrating
safety into management culture.

Cost savings and increased productivity for both
government and business.

Allows for faster lease processing times and easier
management of title administration for both
government and industry.

Speed up and promote mineral exploration.

Substantial reduction in the processing time for
exploration and mining tenures and reduced the
backlog of unprocessed tenures.

Offers industry a choice in how to meet regulatory
requirements, reduce overservicing by government
and may reduce the cost of these services by
allowing competition.

Allows department to focus resources on core
activities. Reduces regulatory intrusion, duplication
and unnecessary servicing of those companies with
a good safety record.




Jurisdiction Date

Nature of reform

Significance

Elimination of the up-front royalty element
from coal freight rail charges for new mines
and mine expansions above Queensland Rail’s
normal commercial return.

Removal of restriction on amount of coal
allowed to be exported from Blair Athol.
(Review of similar restrictions at other sites
being undertaken).

Amendment of the Petroleum Act to facilitate
sub-leasing arrangements.

Retention of tenure of non-commercial finds
on petroleum leases.

Small area permits to allow small area, limited
time exploration of petroleum.

Joint industry/government management of
renewable fisheries resources, where industry
includes commercial as well as recreational
fishing interests.

Enhances the competitiveness of the Queensland

coal industry. Indicates a move to a more
transparent royalty system for coal.

Allows negotiation of new export contracts and

maximises value of the resource.

Greater commercial flexibility for operators.

Provides for higher security and increased
exploration.

Provides an incentive to small scale exploration.

Increased private sector participation in the
management of fisheries.
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Attachment F1: Industryspecmc reforms

more market based system with deregulated
prices and allocation system. The annual
quota sawlog marketing arrangements are
being made more competitive with the
introduction of price tendering for 5 and 10
year term allocations of volume.

(cont.)
| Sector Jurisdiction Date Nature of reform Significance
~ Eggs SA May Repeal of egg marketing and industry Reduction in impediments to future development of
: 1992 stabilisation Acts. industry and lowers egg prices to the community.
Bread Qid May Removal of controls over bread prices and Deregulation of industry which allows bread prices
- 1992 returns by the Bread Industry Authority. to be determined by competition.
Dairy Tas June Deregulation of the processing sector and More efficient allocation of resources through
. 1992 deregulation of all pricing beyond the easing of entry restrictions and improved price
processors inward door. signals.
. State forests Tas May A 7.5 per cent reduction in Crown hardwood First step towérds getting proper market signals for
| 1992 sawlog allocation together with offering 18 500 timber pricing.
cubic metres for competitive tender.
Tas May New long term (10 year) contracts for Establishes property rights over wood supply
1992 hardwood sawlog and veneer customers contracts together with security of supply.
offering 5 year volume guarantees and the
ability to trade either long term rights or logs
in the short term.
NSW 1991 Sale of forest log timber is moving towards a Promote resources security for the timber industry

along with a clearer definition of timber rights.
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authorised to register new motor vehicles.

(cont)
 Sector Jurisdiction Date Nature of reform Significance
| Water NSW July Approval to introduce catchment wide charges All new developments will pay a share of
; 1991 for urban development in the Blue Mountains  infrastructure costs to protect environmentally
from October 1992. sensitive catchments of the Blue Mountains.
Energy NT 1992 Administrative reform. Full cost of production Improved cost recovery. Will eventually lead to a
. tariffs are to be imposed on government better pricing structure and competition between
departments and installations for electricity; generators.
movement to full cost recovery of water supply
over the next few years.
NSW Ongoing Introduced use of system charges for the Provides transparency of costs; better pricing
transmission network. signals for users.
_ Transport
.~ Roads Joint November National Road Transport Commission This body is to develop and implement reforms
. 1991 established. covering a national registration scheme for all heavy
vehicles; uniform technical and operating
regulations; nationally consistent and efficient roac
charges for heavy vehicles. This will promote a
more efficient and effective provision and
maintenance of roads throughout the country. ~
Vic 1992 Declaration of a State and National network of Savings in transport costs as more direct routes are
roads for use by B-Doubles. opened up. ‘
SA 1991-92  Motor vehicle dealers may now apply to be Reduction in costs of registering new motor

vehicles.
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Attachment F1: Industry-specific reforms

(cont.)

Sector

Jurisdiction Date

Nature of reform

Significance

Motor vehicle
registration

Buses

Intrastate aviation

Rail

SA

Qld

SA

NSW

SA

Tas

November
1991

July
1991

July
1991

April
1992

January
1992

September

1991

1991-92

1992

Introduced open entry licensing system for
hire cars.

Provision for supplementary or short term taxi
licences.

Revised system for the registration of primary
producer motor vehicles.

Partial timetable deregulation and
deregulation of some routes.

All commuter air services were deregulated.

Deregulation of air services to fifteen NSW
country towns and permitting competitive
operations on cross-State routes.

Introduction of train driver only operation of
suburban trains.

Phasing out, by July 1995, of existing subsidy
arrangements applying to rail and restrictions
on the types of freight that can be carried by
road.

Opens hire car market to competition.

Allows taxi industry to more efficiently cater for
periods of peak demand.

Providing seasonal registration and other systems
designed to reduce costs and increase primary
producers operating flexibility.

Provides more flexibility in meeting market
demand.

Improved service efficiency.

Part of a move to competitive intrastate air services
which will promote efficiency and customer service.

Removes the need for 129 guard positions on
suburban trains. Large gains in labour
productivity. '

This will improve efficiency and reduce transport
costs.
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Telecommunications

. Cinemas

C'wealth June
1992

Tas 1992

Maritime areas of government that could
operate on a cost recovery basis.

New entrant (Optus) commenced operations in
the mobile telephone market; will interconnect
the AOTC network to provide public switched
network services in November.

Repeal of Cinema Act.

(cont)

 Sector Jurisdiction Date Nature of reform Significance

Water Tas 1901 Removal of restrictions on the number of water Public vehicle licences will be issued to all vehicles

V carriers permitted to operate in Tasmania. that meet Department of Health quality based

regulations applying to water carriers.

. Ports SA 1991-92  Major elements of the Department of Marine & Enhancement of commercial objectives. Efficiency
Harbours’ commercialisation program increases of 37 per cent (throughput/employee),

: completed. New pricing policy (Stage 1) linking decreases in real level of charges by 3.2 per cent

| charges to costs came into effect July 1992. and a workforce reduction of 38 per cent since

- February 1990.

[ Qld 1991-92  Renegotiation of contract for pilotage into the Increased efficiency in service delivery. Gains
Port of Brisbane. passed onto users by minimising existing rates.

Maritime operations Qld 1991-92 Identification of business units within the Savings to Government by charging users a market

price for services.

Increased competition in the telecommunications
market will promote efficiency for the benefit of
consumers.

Repeal of Act will lead to 7 needless licences being
abolished and existing restrictions applying to the
showing of cinematographic films removed.
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(cont.)

Sector

Attachment F1: Industry-specific reforms

Jurisdiction Date

Nature of reform

Significance

Health

~ Occupational health
. and safety

Retail

Building

SA

Vic

Vic

Vic

ACT

Vic

oud

old

July
1991

June
1992

Ongoing

November
1991

Ongoing

June
1992

January

1992

January
1992

Operation of new legislation, Public &
Environmental Health Act.

Changes to the Health Radiation and Safety
Regulations to remove planning controls of
computerised tomography scanners.

Development of a set of Common Essential
Requirements related to the regulation of plant
and equipment safety, in conjunction with
NSW, Qld, ACT.

Shop Trading (Further Amendment) Act
allowed general trading in the Melbourne
metropolitan area on up to 10 specified
Sundays.

Deregulation of building controls as part of a
national process.

Amendment to Building Control Act to restrict
local building legislation made by Councils.

Rationalise and consolidate, into the Building
Act a range of building matters previously
contained in the States workplace health and
safety and fire safety legislation.

Reduction in building approval time from 40
days to 30 days.

Significant reduction in level of specific regulation;
rationalisation of administration between State and
local governments.

Victorian regulations in line with all other States
and Territories.

Forms the basis of a national approach to
occupational health and safety standards;
minimises the significant costs associated with
regulatory inconsistencies between jurisdictions.

Reduces unnecessary restrictions on trade,
promotes competition between traders and
increased convenience for consumers.

Reduction in administrative costs to government
and building industry.

Remove barriers to uniformity of building
regulations. :

Eliminates conflicts and duplication of approvals.
Quicker development approvals.

Quicker development approvals.
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Sector

Jurisdiction Date

Nature of reform

Significance

 Uniform standards

| Ownership and control

Business licence
information system

Development approval
 process

 Corrective service
. industries

_ Courts administration

Joint

C'wealth

ACT

Qld

NSW

NSW

NSW

Ongoing
October
1992

May
1992

1992-93

1991

1991

July
1991

Develop uniform standards for certain goods
and occupations by the end of 1993.

Removal of one radio station per market
restriction.

The ACT Business Licence Information Service
enables inquirers to obtain information and
application forms on all government licences
and permits required to conduct a business in
the ACT.

An integrated Development approval system
with a final objective of overhauling both State
and Local Government approval procedures,
with State Government approvals being
incorporated into local planning.

Restructuring so that superintendents are
responsible for industries in their centres.
Business managers are responsible for
promoting and marketing of prison products.

Enactment of legislation to allow private
management of corrective centres.

Support of alternative dispute resolution such
as arbitration and mediation

Reduces disparities in regulation, allows for greater
flexibility and mobility in use of resources.

Will result in greater competition between radio
stations.

Saves time and resources for both business and
government.

Gradual removal of unnecessary and ineffective
regulations and provides efficient, open and
accountable decision making process.

Introduction of commercial disciplines and
standards. Chance for greater private sector
involvement. Long term aim is that the corrective
service industries will become self funding.

Private sector involvement to reduce pressure on
government resources.

Reduction in court delays and provides parties with
a reduction in legal costs.
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Attachment F1: General reforms
(cont)

Nature of reform

Significance

Sector Jurisdiction Date
Department of Water NSW Ongoing
- Resources
River service charges NSW 1991
~ Public sector WA March
1992
WA Ongoing
Vic Early
1992

Plan to allow a wider range of joint ventures
between landlords and the department,
particularly in environmental protection
schemes in the irrigation areas and districts.

Introduced charging for services provided to
the community in managing commercial
activities within river corridors. These services
include management of sand and gravel
extraction from rivers.

Introduction of cost recovery for audiometric
testing and for vocational rehabilitation
services through the establishment of a
business unit approach to service delivery.

Formation of the Office of Strategic State
Projects.

Transfer of part of the Inter Country Adoption
Service to private sector and revision of user
fees.

Flexibility in selection of appropriate schemes.

Help signal to the community the true cost of
providing such services and provide a source of
funds which could be directed to the natural
resource programs.

Introduction of a more commercial approach to
service delivery.

The Office will ensure the 'fast-tracking' of projects
of strategic importance to the State, and will aim to
reduce the cost to developers of investment
decisions through a better coordinated and effective
process.

Operate on full cost recovery basis, eliminate
unnecessary administrative procedures.




Attachment F1: General reforms
(cont.)

Sector Jurisdiction Date Nature of reform Significance
Vic July Major review and rationalisation of Efficient management and control of housing stock.
1991 Government housing stock for employee Improved value and condition of housing stock.
housing. Agencies to be charged full market
rate for employee occupied housing. Transfer
of housing to one central authority.

Urban planning Vic 1991-92 Streamlining of planning procedures and Improve administrative efficiency.
controls.

Regulatory reform Vic 1991-92 Sunsetting of all regulations made prior to 30  Revocation of 600 regulations of which 200 were
June 1982 by 30 June 1992. Any proposed substantive. Removal of counter-productive
replacement regulations are required to meet  regulation and cost benefit assessment of
'sunrise’ assessment processes under the alternative proposals.

Subordinate Legislation Act.
Vic March Cost benefit assessment to be extended to Improves decision making.
1992 principal legislation.
Local government Vic October Rating provisions of Local Government Act More options for an equitable and efficient rate
1992 1989 to come into force with the abolition of setting basis.

minimum rates, optional introduction of
municipal charge, and greater access to
differential rating.
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(cont)
| Sector Jurisdiction Date Nature of reform Significance
Vic October New Local Government (Reporting and Will provide greater operational flexibility. More
1992 Accounting ) Regulations. accurate reporting will assist councils to assess
their financial performance.
Qld May Remove restrictions on local authorities to More efficient use of public infrastructure and
1992 undertake and to enter into joint ventures with resources.
the private sector.
Qld May Delete administrative procedures requiring Quicker planning and development decisions by
1992 ministerial approval for a range of local local Government.
government planning activities.
NSwW Ongoing Review and publication of comparative Increase accountability of all councils.
performance data of all councils.
Fire brigades NSW 1991 Plan to introduce user pay principle for Signal to the private sector the cost of such
selected services such as installation and services. Recoup costs.
monitoring of automatic fire alarm systems.
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Sector Jurisdiction Date Nature of reform Significance

Environmental Tas 1991 Public Land Use Commission established. Provides an open assessment process for the

management allocation and use of public land and advice on
environmental implications of public land use
decisions.

NSW February Intergovernmental agreement (C'wealth and Streamlines environmental decision making.

1992 State) on the Environment was signed.
Clarifies roles and responsibilities of different
levels of government on policy and
management issues.

Qld 1991 A port environmental policy has been A framework will exist within port authorities which
developed in consultation with environmental  will minimise the impact of port activities on the
agencies and the community. environment.

Environmental NSW March Established environmental protection Move towards regionalisation and deployment of

protection 1992 authority to consolidate environmental additional staff has seen a reduction in time and
activities into one agency. costs.

Environment and Tas 1991-92  Infrastructure contributions by developers. Environmental and other costs to be taken into

planning legislation

Environmental auditing NSW

1991

Pacific Power has implemented auditing of
power stations.

account with new developments.

Improved environmental control of operations.
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(cont)

Sector

Jurisdiction Date

Nature of reform

Significance

Pollution licensing

Water resources

management

Waste management

NSW

Vic

Vic

Vic

ACT

ACT

Vic

Ongoing

1991-92

Ongoing

Ongoing

1992

1992

June
1992

Integration of waste and pollution licences into

a single environmental licence. Further plans
flagged to change legislation to allow more
rationalisation of environmental licences.

Introduction of 'bubble’ licences to focus on
total pollutant loads.

Melbourne Water charges on developers for
additional infrastructure works.

Melbourne Water programmes to supply
recycled water to industry, and to generate
electricity from methane gas.

Environmental levy charged on sewage rates.

Water pricing changes in keeping with user
pays principle.

Resource Recovery Act establishes an
integrated framework for waste management
and resource recycling at a municipal level.
Supported by programme of waste auditing

and support for clean production initiatives.

Increase efficiency by providing greater clarity for
industry in determining responsibilities for
environmental control. Provides 'one stop shop' for
work approvals.

Simplifies licence administration, monitoring and
enforcement and allows for trade-off between
pollution sources.

Promotes urban consolidation, user pays.

Defer capital expenditure, more efficient use of
natural resources.

Financing of sewage effluent quality enhancement.

More efficient water resource use; expected to delay
the need for a new dam.

Encourages more efficient treatment of waste
production and disposal, better use of raw
materials, avoids future regulatory requirements.
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Nature of reform

Significance

(cont)
Sector Jurisdiction Date
Vic August
1991
NSW Ongoing
NSW July
1991
Catchment NSW July
management 1991

Progressive introduction of audited self
monitoring for selected trade waste sewer
discharge agreements

Introduction of waste management approach
which recycles 'wastes' as products wherever
possible.

Improved pricing mechanism as an incentive
to industry to install pre-treatment equipment
on site to meet 1994 Trade Waste Standards.

Introduction of total catchment management
strategies and planning regulations to protect
outer water supply catchments.

Cost reduction.

Has assisted in the creation of new industries e.g.
soil production and remediation.

Further application of polluter pays principle to
make it economically viable for increased private
spending on pre-treatment at source.

Emphasis on extending life of water storages and
reduces risk of serious pollution.
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Jurisdiction Date

Nature of reform

Significance

_ Industrial relations

Union amalgamation

Mutual recognition of
~ standards for
occupations

C'wealth

C'wealth

NSwW

Vic

Vic

Joint

October
1991

October
1991

1992

March
1992

January
1993

Introduction of a new avenue for workplace
bargaining, relating to Certified Agreements, in
the Industrial Relations Act 1988.

The Australian Industrial Relations
Commission accepted decentralisation of wage
determination through continued government
support for workplace bargaining.

Passed revised industrial legislation.

Amendment of Industrial Relations Act 1979
with the Industrial Relations (Enterprise
Bargaining) Act 1992 provides for abolition of
Conciliation and Arbitration Boards,
introduction of a panel system and
replacement of registered agreements with
certified agreements.

State Electricity Commission of Victoria (SECV)
application to Industrial Relations Commission
for single union coverage in power stations.
Continuing use of Skills Extension Program for
multi skilling.

Overrides State and Territory legislation.

Facilitates enterprise bargaining.

Provides a vehicle for labour market reform to
complement other microeconomic reforms
undertaken.

Facilitates enterprise bargaining and enterprise
based associations.

Facilitates and enhances Enterprise Bargaining
through increased efficiency and flexibility in the
Industrial Relations Commission of Victoria.

Reduction in demarcation disputes, increased
labour productivity and targeted workforce
reduction of 7 per cent.

Reduces impediments to a national labour market
in certain occupations and a national market in
goods and services.
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Nature of reform

Significance

Labour mark

(cont)
Sector Jurisdiction Date

Occupational Vic July

- regulations 1992

Vic 1991-92

Award restructuring SA October
“ 1991

NSW June

1992

NSW July

Reform of State Training Board's trade
certification process commenced, affecting 63
trades.

Development of uniform approach to
Occupational Health and Safety plant
operators’ certification.

In line with the Structural Efficiency Principle,
the 100 or so awards covering public sector
employees were restructured into 4 awards.

State Transit Authority (STA) reform. Bus
operators award reformed with the
introduction of part time employment, shift
and roster changes. Rewrite of the Ferry
Operated and Engineers Award.

Alterations to Industrial award to allow salary
packaging with child care service.

Removes inconsistencies and streamlines
processes. Will improve access to occupations with
assessment based on competencies.

Improve labour mobility.

Apart from simplification of award structures
covering public sector employees and associated
organisational changes, development of nationally
consistent core competency skills for public sector
jobs provides a sound basis for enhanced career
development.

Estimated financial savings of $7 million per year.

Increased flexibility, retention of key staff and skills
and reduced turnover is expected.

SEl
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(cont)

Jurisdiction Date

Nature of reform

Significance

Vic 1991-92

December
1991

Enterprise agreements NSW October

1991

Restructure of Health and Allied Services
award to introduce broadband classification.

Rationalisation of Waterfront awards close to
completion. Continuing process of award
restructuring, enterprise based agreements
and workplace reforms.

Melbourne Water award restructuring

included broad banding into 5 classifications.

Gas and Fuel Corporation total job redesign.
Common Conditions award negotiated and
implemented to cover all employees; single
incentive based 10 band wage structure
negotiated and implemented to replace more
than 170 different wage classifications. Job
evaluation system implemented to ensure
objective classification relativity.

Enterprise agreement was introduced and
features a single salary scale and means to
progress by more than one salary point at a
time, removes unnecessary qualification and
classification barriers, allows for job redesign
and a comprehensive job evaluation process.

Increases the opportunity to improve workforce
skill level and work practices with resultant
efficiency savings.

Reductions in number of awards from 27 Federal
and State awards to 3 Federal awards. Work forces
of port authorities collectively reduced by
approximately 25 per cent.

Reductions in number of awards and unions,
productivity improvements and removal of
structural barriers and inefficiencies.

Broad banding of duties into fewer, more skilled
and satisfying jobs. Improved operational efficiency
and flexibility. Reduction in employee numbers by
approximately 16 per cent and improved
controllable costs per customer by about 8.5 per
cent. Extension of hours.

Intended to allow employees to reach their full
potential by recognising good performance.




Attachment F1: Labour market reforms
(cont)

Sector Jurisdiction Date Nature of reform Significance

Vic 1992 Enterprise Agreements approved by industrial Improved efficiency in the public sector through
tribunals for the Public Transport Corporation linkage of wage adjustments to reforms in
and the Metropolitan Fire Brigade. organisation and work practices. Public Transport

Corporation able to bid for National Rail
Corporation contracts.

WA May Development and implementation of guidelines Progression of enterprise bargaining in the public
1992 for enterprise bargaining in the private sector.  sector will facilitate workplace reform and further
improve productivity.

Training NT December Employment and Training Authority Encourages increased efficiency in delivery of
5 1991 established. training and services by colleges and employers.
Encourages delivery of training at cost recovery
levels.

WA January Industry Employment and Training Councils Will rationalise more than 130 Commonwealth and
1992 established. State Government industry training advisory
councils, committees and boards.

WA 1991-92  Creation of the College of Customised Training Provides an enhanced capacity for industry
within the Department. of Employment, responsive fee for service training.
Vocational Education and Training.

Education WA and 1991-92 Reforms to TAFE include an extension of Greater availability and flexibility of service.
ordinary working hours for Victoria and a
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Labour market reforms
(cont)
Sector Jurisdiction Date Nature of reform Significance
Ports NT 1992 A joint venture company, Darwin Port Services Resulted in substantial reductions in waterside
has been formed by the Darwin Port Authority workers employed in the port and costs to port
to employ all labour in the port. users.

WA 1992 Replacement in the non-Pilbara Regional Ports Cost savings; reductions in staffing; more flexible
of existing separate stevedoring and port workforce; establishment of career paths for
authority workforces with one integrated workers; and reduction in demarcation disputes.
workforce.

Structural efficiency SA 1991-92  Implementation of a package bringing together Increased productivity and job mobility; reduced
award restructuring, job redesign, labour costs.
redeployment and the management of
voluntary separation packages by Department
of Housing and Construction in areas facing
significant restructuring.
Public¢ sector Vic December Local Government qualifications board has Broaden range of qualifications acceptable for key
employment 1991 replaced four municipal boards to oversee positions and reduce barriers to entry
qualifications requirements for local
Government positions
Qld July Introduction of broadbanded classification Significant reduction in the number of salary scales
1991 structure into awards covering public servants and pay points applying in a large number of

and employees of regional health authorities.

awards. Designed to facilitate the amalgamation of
a multitude of awards covering similar types of
employees.
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(cont)

Sector

Jurisdiction Date

Nature of reform

Significance

6€1

Public housing

Transport

Flexibility

oud

WA

Qld

ACT

SA

July
1991

June
1991

1991

1992

1991-92

Introduction of a revised policy for the
management of redundancy in the public
sector.

Restructuring of trades workforce involved in
the provision of public housing , involving
rationalisation and setting up teams in
competition with private contractors.

Broadbanding and multiskilling within the
Department of Transport.

Flexibility in shifts for nurses.

Introduction by the SA Housing Trust of more
flexible hours, evaluation and industrial
agreements.

Designed to promote redeployment and retraining
of employees whilst providing employees with the
option of voluntary early retirement as a result of
restructuring.

Changes should result in increased productivity,
and multi-skilling of the workforce.

Decrease in restrictive work practices through
increased flexibility. Increased productivity.

Meets patient care needs as well as providing
employment opportunities for staff (mainly women)
who have family responsibilities.

Reduction in salary costs, improved flexibility of
workforce and reduced administration costs.
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Sector Jurisdiction Date

‘enterprise reform

Nature of reform

Significance

Administrative reforms

Performance monitoring WA 1992
Tas 1992
Performance NT 1991
~ management
~ Administration Qlid 1991-92
Qld August
1991

A performance monitoring unit established in
WA Treasury.

Performance monitoring of all government
business enterprises (GBEs) operating under
the State Authorities Financial Management
Act has commenced.

Introduction of performance management and
measurement across the public service.

Amendments provide public sector entities
with greater flexibility to manage resources
and require greater accountability for results
achieved.

Adopted the principle of uniform presentation
for the reporting of government financial
information.

Provides for effective monitoring of government
owned enterprises to enhance their efficiency and
maximise the value of the government’s investment
in its trading enterprises.

Provides on-going measurement of GBE
performance and assessment of performance
against predetermined performance assessment
criteria, should lead to improved and commercially
based performance levels by GBEs.

Introduction of performance targets and monitors
should result in greater efficiencies within the
public service.

Encourages improved resource management in the
Queensland public sector.

Improves the comparability and transparency of
States’ budget documentation. Uniform
Presentation facilitates direct interstate comparison
and analysis and requires State governments to
more closely review revenue and expenditure
decisions.




Jurisdiction Date

Nature of reform

Significance

GBE pricing NSW 1992

WA and
Qld

Public infrastructure

Taxation C'wealth 1991-92

Provisional Prices Tribunal and Government
Pricing Tribunal established to recommend on
prices for government monopoly services such
as electricity, water and public transport.

A long term pricing strategy has been
submitted to the Pricing Tribunal.

Cabinet endorsed a white paper establishing
the basis for corporatisation of government
owned enterprises.

Guidelines for private sector participation in
public infrastructure.

Agreement to apply full complement of
Commonwealth and State taxes and charges
on GBEs via a system of equivalent payments.

Should reduce the potential for abuse of monopoly
power; has scope for reducing cross subsidies.

This reform is based on customers receiving
services at the correct price and giving the Boards
an appropriate return on its investments thereby
promoting allocative efficiency.

Provides a comprehensive framework for
corporatisation of GBEs.

Provision of infrastructure beyond what the
government could provide will provide benefits to
the government, the community and private sector;
may accelerate required infrastructure projects in
the State.

Places GBEs on an equal footing with the private
sector.
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(cont)

 Sector

Attachment F1: Government business enterprise reforms

Jurisdiction Date

Nature of reform

Significance

| Asset revaluation

. Corporate down sizing

- Government fleet

| Gas

NSW 1991
NSW 1991-92
NT July
1992
Qld 1991-92
Qld 1991-92
Vic 1991-92

Assets of all electricity distributors have been
revalued on a replacement cost basis instead
of the previous historical cost approach.

Abolished divisional management structure in
the State Transit Authority with the aim of
devolving responsibility and accountability to
business units (depots).

NT fleet established. All vehicles leased to
government agencies on full user pays
principle.

Adoption of financial reporting for the State
gas pipeline on an accrual basis.

Introduction of a transportation tariff
structure for gas.

Gas and Fuel Corporation of Victoria
restructured to operate in business units.

Obtain a more accurate valuation of the industry’s
asset base and depreciation costs.

Restructure generated savings of $3.6 million.

Substantial potential savings. Reduction in
number of government vehicles.

Implementation of accrual accounting is expected
to enhance commercial performance evaluation
through examination of profit and loss balance
sheets in reports.

Should ensure a competitive yet profitable tariff is
charged for transportation of varying quantities of
natural gas. Expected to improve the predictability
of the operating environment for prospective gas
users.

Increase accountability of managers.
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accounting procedures established.

(cont)
- Sector Jurisdiction Date Nature of reform Significance
Ports WA August Restructuring of the Fremantle Port Authority Improved efficiency and greater responsiveness to

1991 involving a 40 per cent reduction in staff, customer needs.
introduction of enterprise based agreements,
formation of business units.

Vic June Port of Melbourne Authority selection of a Increase competitiveness of operations and

1992 single private operator for Swanson Dock East competitive pressures on other operators.
container terminal.

Vic 1991-92 Refinement of port pricing policies to reflect Increase the transparency of costs and charges,
user pays principles, including removal of cost penalty on specialised vessels.
implementation of berthing and mooring fees,
and taking into account the specialised nature
of car carrying vehicles.

Qld 1991-92 Asset valuation for port authorities Determination of the return on investment to the
commences with port authorities land values =~ Government from its land assets managed by port
to be included in 1991-92 financial authorities and a means of determining efficient
statements. use of resources.

Qld 1991-92 Business units within Port Authority The resulting transparency will aid performance

monitoring and the identification of cross subsidies
and community service obligations (CSOs).

vl
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and new accountability structures.

Attachment F1: Government business enterprise reforms
(cont)
Sector Jurisdiction Date Nature of reform Significance
Electricity C'wealth July Establishment of a National Electricity Grid To coordinate the planning, operation and
1991 Management Council. development of the eastern and southern
Australian grid.
NSW Ongoing Path to corporatisation of Pacific Power has led Improves the performance and accountability of
to a restructuring of the entity into profit electricity generation and transmission.
centres and financial separation of the
generation and transmission functions.
NSW Ongoing Division of generation into three separate Creates a more competitive market for electricity
groups that will be required to compete to generation.
supply customers electricity needs.
Tas 1991-92 Hydro-electricity Commission (HEC) tariffs Will improve the efficiency of energy use and
restructured along more market oriented lines. production decisions.
Tas 1991-92  State Authorities Financial Management Act HEC to pay a rate of return on assets in form of
implemented by HEC. annual dividend to State Govt. ($6 million in
1991-92).
Water NT 1991 Power and water authorities published for the Increased transparency and accountability.
’ first time a corporate plan including
performance indicators.
Vic June Passage of Melbourne Water Corporation Act Productivity increases through commercial focus,
1992 which establishes new corporate structure increased accountability and independence from

government.
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Nature of reform

Significance

(cont)
Sector Jurisdiction Date

Vic 1991-92

Vic 1991-92

WA 1991-92

NSW June
1992

NSW February
1992

Structural reform of Rural Water Corporation
including establishment of specialist services
as business units, identification and drafting
of government services contracts, application
of modern techniques to asset management,
and introduction of user pays.

Merger of water authorities and boards.

WA Water Authority separately identified and
costed CSOs; continued pricing reform
towards user pays.

Proposed separation of the board’s service and
trading activities from core business functions
to improve task clarity and accountability for
performance.

Involvement of the private sector in the
important area of provision of water at the best
quality possible. Legislative change has
enabled such arrangements.

First step towards commercialisation of specialist
services, more effective management of asset base,
transparency in provision of government
community services.

Economies of scale and scope, efficient and effective
management of water and waste water services on
a regional or catchment basis.

A more commercial approach is being taken to
management of Water Authority resources.

Core operations will be more focused on system
management and improved product delivery and
improved customer service. The trading arm
objective is to operate as a commercial entity in
competition with the private sector.

Maintenance of a quality water delivery service and
improved standards by taking advantage of the best
technical and operational skills possible.
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(cont)

Sector

Jurisdiction Date

Nature of reform

Significance

Telecommunications

Post

National Parks and
Wildlife Service

Public housing

Construction Group

Peanuts

C'wealth

NSW

WA

Vic

oud

July
1992

Ongoing

October
1991

Ongoing

May
1992

The Australian and Overseas
Telecommunications Corporation (AOTC) to
undertake transparent accounting, separating
network services and other (value added)
services to assist in the regulation of pricing
and interconnection.

Australia Post's retail network, Retail Post, to
act with a more commercial focus.

National Parks and Wildlife Service (NPWS)
adopted a business plan approach to its
operations in a variety of parks. Aimed at
assessing the role of the NPWS in the market
and determining strategies for cost recovery.

Setting up of a Rental Property Trust to
facilitate use of private sector funding in
public housing.

Reform of Government Construction Group
work and management practices.

Restructuring of the Peanut Marketing Board
into an unlisted public company from August
1992. A new peanut growers' cooperative to
hold controlling interest.

To prevent cross subsidisation within AOTC and to
ensure that each of the main parts of the overall
business are encouraged to improve performance.

Changes to provide fair and equitable rewards for
effort and an incentive for Australia Post agents to
expand their businesses and cut costs.

More effective involvement of the private sector in
the provision and operation of commercial and
semi-commercial visitor facilities.

Reduces resource impact on Government;
increased public housing.

Reduction of workforce by 20 per cent; reduction of
Government funding; and improvement in delivery
of projects.

Deregulation of the peanut industry to provide
external funding and enhanced commercial
flexibility.




yA4"

Attachment F1:

Government business enterprise reforms

(cont)

Sector Jurisdiction Date Nature of reform Significance

Grain elevators Vic 1991-92  Grain Elevators Board's powers have been Efficient utilisation of excess capacity and
broadened to allow it to handle products other resources.
than grain.

Fruit and vegetable Qld February = The commercial activities of the Committee of  Partial deregulation of the horticulture industry.

industry 1992 Direction of Fruit Marketing (a statutory body) Enhanced accountability in commercial operations.
were assigned to a separate private marketing
company; Freshmark Ltd, and shares issued
to Queensland growers.

Pineapple industry Qld December The cannery board, a statutory authority, The conversion will enable greater commercial

1991 converted into a private company Golden flexibility, marketing, access to capital markets and

Circle Ltd. with shares issued to existing
holders of the cannery board.

clarifies the issue of ownership of the Golden Circle
Cannery.
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Atta"ch:ment'tF'l ébvernrhent business enterprise reforms

(cont)
Sector Jurisdiction Date Nature of reform Significance
‘ Competitive reforms
Electricity WA February A number of reforms including: The Government aims at reducing the real cost of
1992 ® ongoing commitment to the private energy by at least 25 per cent by the year 2000.

f Corporatisation

ownership and operation of the States next
baseload power station;

e corporatisation of the State Electricity
commission of Western Australia (SECWA);

e restructuring SECWA after assessing the
benefits of splitting its electricity and gas
operations;

e establish a pipeline Authority to own and
operate the Dampier to Bunbury natural
Gas pipeline;

e moving SECWA's regulatory and policy
functions to the Department of Minerals
and Energy, which will also take over the
functions of the Energy Policy and
Planning Bureau.

NSW January Hunter Water Board corporatised. Operations of the Corporation placed on a
1991 commercial footing; barriers to new competitors
removed. Now liable to State for tax equivalent
payments.
ACT 1992 Corporatisation of Tolcare Industries Ltd. and  Improved efficiency of operations, generation of new
review of non-core activities. business and employment opportunities and

reduced costs to the ACT health budget




Attachment F1: Government business enter
(cont) ,

prise reforms

Jurisdiction Date Nature of reform Significance

General
li?j WA November Contracting out of mechanical services of the  Improvements in efficiency; salary savings.
1991 Agriculture Protection Board.

ACT 1992 Fleet maintenance activities are now Expected to lead to a reduction in costs.
contracted out.
NSW July Road maintenance contract has been awarded Cost savings and a reduction in demand for public
1991 to a private firm for maintenance of 100 km of resources.

road in the Sydney Western Region.

Vic Feb/April  Use of contractors to remove overburden at Productivity improvements and cost effectiveness.
1992 SECV open cut mines.

Vic 1991-92  Transfer of government warehousing to private Reduction in operating costs and improved service
sector. levels.

Vic 1991-92  Gippsland Water construction of works Promotes competition between in house and
awarded part in-house, part to private outside construction operations.
contractors.

Vic 1991-92  Greater use by Water Victoria of private Competition between State and private laboratories.

laboratories for water testing.

(94}
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Nature of reform

Significance

(cont)

Sector Jurisdiction Date
Vic Ongoing

Energy NT '1991-92

Private infrastructure NSW June

1991

Public works NSW Ongoing

Department

Transport regulations  Qld 1991-92

State Transit Authority NSW 1991-92

Corporatised Melbourne Water, contracting
out some non-core functions, and
establishment of business units to compete
with private sector.

Many functions are now contracted out
including general engineering for utilities in
addition to other administrative services.

A private consortium was awarded a contract
for the design and construction and
management of Junee Correction Centre.

Contracted out mailing services, water and
sewerage and management activities;
rationalisation of certain services.

Transfer of significant inspection tasks to
industry and private sector organisations.

Contracting out of tyre retreading, ferry
cleaning, motor vehicle fleet management,
courier and mail service, bus cleaning,
property & investment management, media
services and workers compensation
administration.

Commercial focus and improved cost recovery of
services.

Focus on core activities. Efficiency gains and cost
savings expected.

Reduces costs and the demand on public
resources.

Reduction in operating costs by an estimated
$85 million per annum.

Increased responsiveness and cost savings.

Estimated savings of $1.8 million per year.
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(cont)
 Sector Jurisdiction Date Nature of reform Significance
Building control NT 1991 Private certification of building construction. Building certification will be handled by the private
sector on a user pays basis. This will resultina
significant cost saving to the government -
approximately $960 000 per annum.
Franchising Vic June Feasibility study has been conducted to Potential reduction of operating costs, introduction v
1992 quantify the potential benefits of franchising of competition.
parts of the SECV distribution business.
Commercialisation
General
ACT Ongoing Commercialisation of Public trustee service. Reduces dependence on the budget; increased
productivity, and revenue and curtailing
expenditure.
ACT 1991 Corporate Services Bureau established to Significant efficiency gains and improved
provide a range of corporate services on a responsiveness to client needs are expected.
commercial basis.
Tas March Hydro Electricity Commission (HEC) Improved financial performance; efficiency of
commercialised.

1992

energy production and distribution improved.




2st

Attachment F1: Government business enterprise reforms

Jurisdiction Date

Nature of reform

Significance

(cont)
Sector
Tas
Qld
Vic

Government services ACT

Government fleet Qid

Land freight transport WA

April
1992

1991-92

1991-92

1991-92

1991-92

1991-92

Transport Tasmania Line and Public Trust
Office commercialised.

Go-Print commercialisation.

Commercialisation of the Government Vehicle

fleet.

Further move of a range of government
services towards a more commercial basis,
establishment of trust accounts and
institution of accrual accounting.

Government motor garage.

Commercialisation, deregulation and
rationalisation of commercial goods vehicle
licensing systern.

Will lead to improved efficiency of operations
including identification of specific trading
operations which will be run as a business
operation responsible to an independent Board.

The organisation was restructured along
commercial lines into profit and cost centres.
Greater efficiency expected.

Introduction of commercial standards, opening up
to private competition, full cost recovery.

Significant efficiency gains are expected through,
for example, separating the clients from the service
providers, and increasing accountability and
improving client focus.

Commercialisation of the government motor garage
has resulted in continual improvements in its
monthly financial performance, and savings within
government.

Savings for transport users and greater choice of
transport mode, net savings to Government
finances of $5 million a year.




Jurisdiction Date

Nature of reform

Significance

| Agriculture

State Conservation

SA

SA

Vic

WA

WA

1991

1991-92

1991-92

Late
1991

February
1992

Operation of SA Meat Corporation (SAMCOR)
commercialised.

Commercialisation of the State Conservation
Centre.

Complete commercialisation of government
contracts in the Building Division of the
Department of Planning and Housing.

Commercialisation of the Hospital Laundry
and Linen Service through the removal of its
operating monopoly and the implementation of
best labour and management practices,
including an enterprise-based agreement.

Commercialisation of State Laboratory
Services.

SAMCOR now profitable and in the corporate plan
for the period 1992-96, SAMCOR is expecting to
earn a return on its assets of approximately 20 per
cent.

Improved service delivery more oriented to client.

More efficient contract system, improved project
delivery. Operate on fee for service basis.

Aim is to ensure competitiveness in a deregulated
market; reducing costs to clients and improving
returns to Government; and more effective use of
scarce capital resources.

Efficiency of operations enhanced through

increased management accountability, better
integrated laboratory functions and the adoption of
a more commercial business practices; enabling an
improved return on investment, more transparent
pricing policies and an improved quality of services
which can compete more effectively with private
sector providers.
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(cont)

Sector Jurisdiction Date

Nature of reform

Significance

Administrative Services Qld
Department

July
1992

Ownership

Aviation C'wealth

Cargo handling November

1991

Joint venture 1991-92

November
1991

Survey and mapping 1991

Introduction of commercialisation reforms for
Administrative Services Department with user
charging regimes put in place for 1992-93.
Further measures for improving efficiency of
these services, including the introduction of
competition, will be progressively implemented
from 1993-94.

Government approved the sale of Australian
Airlines to Qantas and endorsed the sale of
100 per cent of the combined airline.

Privatised cargo handling operations

Maritime Services Board (MSB) to participate
with private sector in developing a second
bulk liquids berth at Botany.

State Rail Authority sold its small parcel
service.

Privatisation of government survey and
photogrammetry work.

User charging will encourage efficient use and
production of services. Costs to government will be
reduced significantly over time.

Expected to result in greater operational efficiency
as well as increasing the sale value of Qantas. This
will allow for a re-capitalisation of the airline on a
competitive commercial basis and add $1 billion to
budget.

Efficiency gains expected.
MSB is encouraging an increase in the extent of
private sector involvement in the development and

ownership of port facilities.

Rationalisation of operations; Ongoing efficiency
gains.

Savings to government of approximately $2 million
per annum.
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(cont)
Sector Jurisdiction Date Nature of reform Significance
R & I Bank WA February  Future partial sale (at least 40 per cent) of the Elimination of burden on consolidated revenue of
1992 R & I Bank. additional capital injections.
State Government WA February  Future sale of the State Government As above.
Insurance Office 1992 Insurance Office.
State Insurance Vic August Sale of the State Insurance Office to the Possible efficiency gains.
1992 Government Insurance Office.
Electricity NT 1992 Privatised power line from Alice Springs to St  Reduced call on government for provision of
Teresa. infrastructure.
Vic June Negotiation of part sale and private operation Introduction of private owned and operated station
1992 of Loy Yang B. into the power generation sector.
Vic July Sale of equity in Portland Smelter Unit Trust. Partial privatisation of Government’s interest.
1992
Vic October Sale of SECV electrical workshops. Cost reduction in maintenance.
1991
Tasmanian Government Tas April Privatisation announced. Will lead to retirement of State debt and improve
Insurance Office 1992 financial position of State.
Tasmanian Tas April Tasmanian Development Authority’s Home Will allow Government to retire debt.

Development Authority

1992

Loan Portfolio sold.
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(cont)
Sector Jurisdiction Date Nature of reform Significance
Roads and Traffic NSW April Sale of central asphalt depot and directed Sell off raised $20 million. Savings from purchase
Authority 1992 funds to road works. of asphalt estimated at $1.5 million to $3 million
per annum.
Toll roads NSW Ongoing Private construction and operation of toll Government funding for such road works would not
roads becoming more important in NSW. have been available for many years.
Provision of NSW 1992 Private construction of pedestrian footbridge in Improved safety and access for pedestrians without
infrastructure return for advertising rights on the bridge. need for government funding.
Locomotive services NSW June Service contract for the provision of locomotive Net Present Value of savings is estimated to be
1992 services. Private sector will own and maintain = $60 million. Represents withdrawal of the State Rail
the locomotives and the State Rail Authority Authority from a non-core function.
will lease them on a per kilometre basis.
Sale of grain lines NSW June Approval to sell some low volume high cost Anticipated that small private sector businesses will
1992 grain lines to the private sector for operation. be able to successfully operate lines not viable to
the State Rail Authority, thereby retaining a service
to the rural community.
Land sales WA July Sale of government owned land as superlots to Early return on government assets and support of
1992 private land developers; and joint venture with . private sector enterprise.
private sector partners to develop and market
industrial, commercial and residential land.
Water Vic June Build, own and operate arrangements for Private sector involvement in construction and
1992 private sector involvement in infrastructure operation of infrastructure assets.

operations at Yan Yean and Cardinia.
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DEVELOPMENTS IN REGULATION
AND ITS REVIEW

While many existing inefficient, outdated and anti-competitive
regulations are being dismantled, new regulation of the
business sector has continued apace. The Government has
recently introduced several far-reaching reforms to
corporations and competition laws, and there has been a
continuation of the sustained growth in new regulations to
pursue emerging social objectives.

In developing new regulations, past mistakes need to be
avoided. Regulations which rely as far as possible on market-
based instruments should be preferred as they can augment
market forces to achieve community goals most efficiently. The
Commonwealth  Government also needs to  adopt
comprehensive procedures for vetting new subordinate
legislation, such as those proposed by the Administrative
Review Council.

Microeconomic reform involves more than reforming the existing stock
of government interventions in markets: it also involves measures to
ensure that the flow of new regulation is justified and that new
regulatory regimes are well designed.

In assessing the flow of new regulatory proposals, the Office of
Regulation Review (ORR) — which was incorporated into the
Commission in 1989 — applies principles adopted by the Government
in 1985. These require proponents of new regulations to demonstrate,
using adequate documentation, that their proposals address real
social or economic problems, that non-regulatory alternatives have
been first considered and found inappropriate, and that the expected
benefits of the regulation exceed the costs. Where regulation is
deemed warranted, the ORR seeks to have efficient features
incorporated into the design of the regulatory regime. These features
include specification of the objectives of the regulation, market-based
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incentives to meet the objectives, and targeted programs to enforce the
regulation. The ORR can require agencies proposing regulation to
comply with the regulation review guidelines, and it advises the
Structural Adjustment Committee of Cabinet on all submissions
involving business regulation. In addition to these specific functions,
the ORR monitors developments in regulation and contributes to the
Commission’s general work program.

In this appendix, the Commission discusses:

e long-term trends and major changes which have occurred in
1991-92 in the general regulatory environment of business; and
some specific reforms in sectors which have been the subject of
review,

. the performance of new national regulatory agencies established
by the Commonwealth Government; and

o some proposed changes to regulation review procedures.

Changes in Commonwealth regulation

The overall flow of regulation is difficult to judge. Inappropriate
regulation has been steadily wound back in some sectors and the
Commonwealth Government has recently introduced some important
reforms to the general laws controlling business formation and
operation, but governments at all levels continue to routinely regulate
business activity.

Some aspects of aggregate regulation-making activities can be
measured and a sustained growth in new regulation is apparent. In a
recent study of subordinate legislation, the Administrative Review
Council (ARC 1992, p.7) observed:

There has been vast growth in the volume of delegated legislative
instruments. This is illustrated by [the table reproduced overleaf]
which shows the number of statutory rules and disallowable
instruments made since 1982-83. The trend is evident. The number of
instruments has more than doubled, the main contribution coming
from the growth of disallowable instruments, with the number of
statutory rules remaining relatively constant. By 1990-91, the Senate
Standing Committee on Regulations and Ordinances reported 484
statutory rules and 1161 other instruments made in that year.
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Statutory  Disallowable
rules instruments

1982-83 553 150 703
1984-85 445 276 721
1985-86 429 426 855
1986-87 322 335 657
1987-88 345 493 838
1988-89 398 779 1177
1989-90 411 820 1231
1990-91 484 1161 1645

Source: Senate Standing Committee on Regulations and Ordinances

The effects of the growth in this new regulation, or the reduction in
other forms of regulation, on the performance of the economy is
difficult to assess at the aggregate level. A number of factors apart
from regulation affect overall economic performance and, at present,
the recession is masking the effects of structural reform in the
economy.

However, judgments about impact can be made by examining changes
to each class of regulation separately. There are three major classes:

e  pro-competitive regulation — laws which establish private
property rights, secure private contractual obligations and keep
markets open and competitive;

o anti-competitive regulation — laws which control the entry of
firms and individuals into markets, or prices or production,
generally to achieve income distribution objectives; and

e social regulation — interventions which direct firms’ production
and marketing activities to achieve social objectives.

Pro-competitive regulation

Together, general laws and industry-specific regulation define the
legislative framework of business. The most important Commonwealth
general laws are the Companies and Securities Act and the Trade
Practices Act. They supplement and codify the regulation of trade
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under common law, by establishing the foundations of corporate
formation and operation, by maintaining competition in markets and
by reducing the risks of contractual collusion or exploitation.

After a long period of little change, several far-reaching reforms to
general business laws have been introduced or proposed this year, to
rectify weaknesses perceived in the operations of certain markets in
the 1980s. The more important changes are discussed below.

Companies and securities regulation

Companies and securities regulation aims to ensure the free flow of
information on the financial position and prospects of corporations. It
stipulates penalties for misrepresentation or financial misconduct by
company directors and agents.

A new national companies and securities regime came into effect in
January 1991. It replaced the previous separate State and
Commonwealth laws and agencies with a national Corporations Law
and a new and more independent Australian Securities Commission
(ASC). As well as unifying and simplifying companies and securities
law Australia-wide, the new regime was designed to' significantly
deregulate business activity. The ASC focuses on ensuring that
companies provide adequate information to investors through general
disclosure rules, rather than prescribing how businesses should
operate and what they should include in their prospectuses. (These
reforms were complemented by January 1992 changes to the
Australian Stock Exchange listing rules which also emphasise
disclosure by companies). The Government also established a
Companies and Securities Advisory Committee (CSAC) to monitor the
implementation of the Corporations Law and to make
recommendations to the Attorney General on desirable legislative
change.

The Government has since launched or foreshadowed a raft of
amendments and further reforms to the Corporations Law, in four
waves. Some of the amendments are procedural; others more far-
reaching.

The first wave of amendments took effect in August 1991. They were
intended to clamp down on the misuse of 'off balance-sheet vehicles',
to require consolidation of group accounts and to strengthen insider-
trading provisions.
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The second wave took effect in December 1991. One of the
amendments simply sought to clarify fund-raising provisions. Another
introduced a standard 12 month buy-back/redemption notice period
for 'public' unlisted property trusts, and provisions to facilitate
investor participation in the affairs of unit-trust and -collective-
investments schemes.

A third wave of amendments was initially released for public comment
in February 1992. The proposals, contained in the Corporate Law
Reform Bill, were based on the recommendations of three reports.! The
Bill deals with all aspects of loans to directors, transactions between
related companies, the duties and responsibilities of directors, and
insolvency provisions. The business community criticised the size and
complexity of the draft legislation, particularly the provision to restrict
loans to directors and related parties. The Attorney General set up an
Advisory Committee to re-draft the Bill, especially the provisions
relating to loans to directors and directors duties. The aim of the
redraft is to reduce the length and complexity of the existing draft Bill
and use more 'general principle' law.

In March, the CSAC (1992) released a report in response to criticism
that the prospectus provisions placed onerous conditions on directors
and their advisers and made it difficult to raise funds cheaply. While
the CSAC recommended various modifications to the law, it endorsed
the non-prescriptive nature of the prospectus provisions which had
replaced the check-list style of disclosure.

The fourth wave of changes to the Corporations Law, based on an
earlier report on statutory disclosure arrangements (CSAC 1991a),
introduces obligations for continuous disclosure of all beneficial or
adverse material matters. It will introduce mandatory half-yearly and
annual reporting, and more comprehensive annual disclosure
requirements. More frequent reporting will enable companies to issue
abbreviated prospectuses by incorporating other documents into them.
This move away from all-inclusive prospectus documents will reduce
the cost of prospectuses, at the expense of higher costs for periodic
reporting. The Attorney General recently indicated that the changes
would be narrower in coverage than those proposed by the CSAC or by
the ASC. The proposals would impose continuous disclosure
obligations on companies that presently have only limited disclosure

1 The reports are the SSCCLA (1989) report on Company Directors’ Duties,
the ALRC (1988) report on Insolvency, and the CSAC (1991b) report on
Corporate Financial Transactions law.
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obligations. In the Commission’s view, the simplest and most cost-
effective reform would be to limit coverage to those entities that access
the market for funds generally.

Many of these changes attempt to replace prescriptive statutory rules
with performance standards, by using general legal principles. These
principles are applied by the courts to individual cases and, over time,
a body of law based on actual commercial behaviour of firms will be
built up. This approach is preferable to the alternative of allowing the
political process to anticipate and predict the likely behaviour of firms
and individuals in diverse commercial circumstances.

Critics argue that this approach reduces the certainty in the law, but
any problems with uncertainty can be dealt with by according 'deemed
to comply' status on the prescriptive rules — thus allowing firms who
prefer to adhere to the old-type rules to continue to do so with
impunity. In any case, prescriptive rules create uncertainty because of
the ongoing identification of 'loopholes’ and subsequent amendments.

While 'general principle’ law allows firms to pursue least-cost
compliance, this approach to amendments to the law may not alone be
sufficient to ensure that the body of corporations law in Australia is
sound. Across-the-board review of the law similar to that conducted
earlier this year in the third wave of amendments is required. This
would need to ensure that all remaining provisions are necessary to
the overall aims of corporations law discussed at the outset.

Competition policy: changes to mergers regulation

In June 1992, the Government (Duffy 1992) announced that it would
accept the major recommendations of the Cooney Committee inquiry
into Mergers, Monopolies and Acquisitions regarding the mergers
provisions of the Trade Practices Act. While full details are not yet
available, the changes will involve amending Part IV the Trade
Practices Act to:

. prohibit mergers and acquisitions which have the effect of
“substantially lessening competition” in a substantial market,
rather than mergers which “create or enhance a position of
dominance of a market”;

e increase penalties for breaches of all provisions — except the
'industrial relations' provisions: sections 45D (secondary boycotts)
and 45E (primary boycotts) — to $10 million for corporations and
$500 000 for individuals;
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. introduce a simple form of compulsory pre-merger notification;
and ‘

¢ make undertakings given to the Trade Practices Commission by
parties under investigation enforceable.

The Trade Practices Commission (TPC) will prepare administrative
guidelines which will explain in detail how it will administer the new
mergers test.

Also in accordance with Cooney recommendations, the new merger
test will be accompanied by a list of statutory factors to be taken into
account in determining whether a merger substantially lessens
competition:

(a) the actual and potential level of import competition in the relevant
market;

(b) the ease with which new participants may enter and exit the
market, now or in the future (barriers to entry);

(c) the level of concentration in the relevant market;
(d) the degree of countervailing power;

(e) the ability of the merged firm to increase prices or profit margins
significantly and sustainably without being inhibited by other
market participants;

(f) the extent to which acceptable substitutes for the products of the
merged firm are available or likely to be available;

(h) the likelihood that the merger would result in the removal of a
vigorous and effective competitor;

(i) the nature and extent of vertical integration; and
() any other relevant factor.

These factors will assist the courts, the Trade Practices Tribunal and
the TPC in assessing competition in markets and whether proposed
mergers are likely to reduce community welfare. They will help ensure
consistent approaches to these issues that take into account all the
important aspects of competition, not only in static terms but also in
the dynamic nature of competition over time.

Potential import competition and the significance of barriers to entry to
the relevant market are particularly important factors in this respect,
but several of the remaining factors may need to be approached
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carefully. Concentration ratios and profit levels in the short-to-
medium term, for example, can provide ambiguous signals on the
extent of competition in a market.

At present, these factors will not apply to interpretations of
'substantial lessening of competition' in relation to other provisions of
the Act, and to the similar threshold competition test in the misuse of
market power provision — section 46. One of the justifications for the
change in the mergers test was to make the provision more consistent
with other provisions of the Act. However, applying statutory factors
to this provision and not to others could undermine this goal. This
suggests that relevant statutory factors should be applied to all
provisions of Part IV of the Act.

Competition policy: the Commonwealth-State review

Sixteen years ago the Swanson Committee (1976) expressed the view
that restrictive trade practices regulation should be applied as
universally as possible:

We believe it to be extremely important that the Trade Practices Act
should start from a position of universal application to all business
activity, whether public sector or private sector, corporate or otherwise.

More recently, there have been calls to extend the range of individuals
and organisations that are subject to restrictive trade practices
regulation.

In response to an initiative by the then Prime Minister in March 1991,
a Commonwealth-State review will examine the possible development
of a national competition policy.

At present, application of the restrictive trade practices provision of the
Trade Practices Act is not comprehensive because of:

. current exemptions applying to government;
. government industry-specific interventions;

e  current exemptions applying to the labour market, particularly
the professions and unions; and

o protections provided for intellectual property.

Various government business enterprises are exempt from restrictive
trade practices legislation, particularly in markets where the
government enterprise is the sole supplier. Commonly, governments
in Australia have exclusively supplied markets considered, at least in
part, to exhibit natural monopoly characteristics — that is, where the
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markets were thought to be supplied most efficiently by only one
producer. Examples include electricity generation, transmission and
supply; telecommunications; water; and transport infrastructure.
Governments have also undertaken exclusive supply of some products
primarily to further social goals. These government business
enterprises are often regulated using industry-specific regulation.

However, with current moves toward the corporatisation, privatisation
and/or structural separation of existing government business
enterprises, there should be a stronger role for general pro-competitive
regulation — such as restrictive trade practices law — compared with
industry-specific regulation in these markets. Indeed, public
monopolies should be the prime targets of restrictive trade practices
regulation, rather than enjoy substantial immunity. The role in these
markets of another arm of pro-competitive regulation in Australia —
prices surveillance — should also be examined. It is therefore timely
to consider the overlap and inconsistencies between these various
forms of regulation for government business enterprises.

The current special treatment of the professions is also difficult to
justify: there is no economic justification for a blanket exemption from
the operation of trade practices law.

The application of restrictive trade practices law to intellectual
property and the unions involve more difficult issues. In both cases,
however, a review is warranted to assess if the balance of regulation is
appropriate.

In the Commission’s view, the Commonwealth-State review could
usefully address all these issues. Before it considers how the
operation of the restrictive trade practices provisions of the Trade
Practices Act should be extended, it could first examine how pro-
competitive regulation should be applied generally. This would involve
considering the goals of pro-competitive regulation, and the
relationship between pro-competitive regulation and other pressures in
the community to increase competition and ensure competitiveness.
The most important of these pressures is the gradual removal of anti-
competitive regulation, such as tariffs, other industry assistance
measures, and statutory barriers to entry to, for example, the aviation
and banking industries. The review might also benefit from a general
examination of the nature and dynamics of competition, and whether
all the current provisions of Part IV of the Act are necessary to protect
the competition process.
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Product liability

Product liability laws specify the circumstances in which people who
suffer product-related loss or injury are entitled to receive financial
payment from the producers (or sellers) of the goods. They are
essentially the legal means of compensating consumers for faulty
products, and they affect the incentives for firms to increase the safety
of their goods, and for consumers to use goods safely.

Australian laws governing product-related loss are complex and
overlap. Each state has its own peculiar regime operating in parallel
with Federal law. These in turn complement common law rules of tort
and contract to give claimants a range of potential actions, all of which
might be included in the one case.

However, gaps remain in the provision of compensation. For example,
in some instances, children have experienced great difficulty attaining
compensation in deserving cases.

In 1989, the Australian Law Reform Commission proposed a new
scheme, which would do away with the legal concept of 'defect’ or
'fault' (ALRC 1989).

Largely as a result of business opposition to the Australian Law
Reform Commission (ALRC) proposals, in October 1989 the
Government asked the Industries Assistance Commission (now the
Industry Commission) to report on:

e  the economic effects of the ALRC’s proposals, and
e the effects on product innovation and insurance charges.

In its report, the Commission (IC 1990) found a number of problems
with current Australian laws, but considered that the ALRC’s
proposals would probably worsen things overall. It recommended that
the ALRC’s proposals not be adopted and, instead, that less
fundamental reform measures should be implemented.

In its March 1991 Economic Statement (PM&C 1991), the Government
announced that it had accepted the Industry Commission’s main
recommendation not to implement the regime proposed by the ALRC,
and would introduce a new product liability scheme based around the
European Community (EC) Directive on product liability.

Unlike the EC Directive, though, the Government’s regime would
include a unique double reversal of legal onuses compared to the
norm. Claimants would have to show that their losses did not arise

168



DEVELOPMENTS IN REGULATION AND ITS REVIEW

solely through misuse of the product. In turn, the onus of proving
whether or not a product defect caused loss would be on producers.

In November last year, the Minister for Justice and Consumer Affairs,
Senator Tate announced that the Government would modify its
proposals. The double reversal of onuses of proof would be replaced
by evidentiary rules that more closely reflect existing common law
arrangements, while still aiming to facilitate just claims in the courts.
Draft legislation was tabled in Parliament in December 1991.

However, after receiving further comment on the legislation, in June
1992 the Government introduced a new bill which removed the
remaining three contentious provisions.?2 First, the new legislation
does not include any special 'onus of proof provision — legal and
evidentiary onuses of proof will remain in accordance with general
principles of Australian law. Second, the extra-territorial impact of the
draft bill has been removed. This means that overseas customers of
Australian products will not be able to take action under the
Australian law. Third, the draft bill's 20-year statute of repose for
personal injury — the period after the sale of products within which an
action must be commenced — has been reduced to 10 years. The new
legislation took effect on 9 July 1992.

Anti-competitive regulation

Anti-competitive regulation controls entry to markets or governs prices
or production. This form of regulation redistributes income by limiting
competition but, in doing so, it can reduce national wealth. Its reform
is the main priority of the Commonwealth Government’s
microeconomic reform program and those co-operative reforms being
undertaken with the states.

As discussed extensively in this report, there has been considerable
progress in recent years in the reform of anti-competitive regulation.
This has included reducing tariffs, liberalising primary industry
markets, and opening up transport and communication markets.

2 These three provisions are, however, currently the subject of an inquiry by
the Senate Standing Committee on Legal and Constitutional Affairs.
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Social regulation

Social regulation, whilst not directly limiting competition, seeks to
regulate the production, marketing and employment policies of firms
to achieve a variety of social objectives. These may include improved
health and safety, environmental or cultural goals.

In common with other developed countries, social regulation is the
predominant form of new regulation in Australia. Recent empirical
research in the United States has concluded that environmental, road
safety, occupational health and consumer product safety controls are
the classes of social regulation having greatest economic impact (Hahn
and Hird 1990).

From an economic perspective, there are cogent reasons for social
regulation. Unfettered market forces can in some circumstances fail to
provide optimal levels of particular social goods, services or activities.
For example, firms which do not pay the full costs of pollution will emit
excessive amounts of waste into the environment or undertake
insufficient recycling. Social regulation can help to overcome such
market failures. Hence, provided the costs of regulation do not exceed
the costs associated with the original market failure, social regulation
can potentially deliver benefits to the community.

However, traditional approaches to social regulation have often failed
to achieve the potential benefits or, where they have, have not done so
at minimum cost. Often, governments have insufficient information to
develop economically efficient regulations; and the political imperative
to regulate in response to short-term social crises results in overly
prescriptive, stringent and costly regulation, much of which is not
efficiently enforced. Where regulation is wasteful and inefficient,
community welfare is reduced because society has fewer resources
available to spend on other social goals.

The reform of social regulation requires a different approach to that of
economic regulation. Unlike the case of anti-competitive regulations, a
general deregulatory approach is not desirable. Rather, to reform the
development and review of social regulations, institutions, decision-
making processes and administrative practices must be created which
are able both to identify real public problems and deliver efficient
solutions. As far as possible, these should use methods which
harness, not over-ride, market incentives.

In determining the effects of changes in social regulation, it is therefore
necessary to examine the nature of such regulations and the
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procedures followed by institutions entrusted to develop and
administer them.

Environmental regulation

The high profile of environmental issues over recent years has been
reflected in an increase in the number of Environmental Protection
Agencies (EPAs). Most states already have an EPA or similar body. In
1991, the Commonwealth Minister for the Environment announced the
establishment of a Commonwealth EPA within the Minister’s
Department. In addition, a National EPA is to be established as part of
the Intergovernmental Agreement on the Environment signed by the
Local Government Association and Territory, State and Commonwealth
governments. The Intergovernmental Agreement (HOG 1992) sets out
the roles of the parties and establishes 'ground rules' under which
they will interact on the environment. The National EPA will fulfill a
similar function to the one played by the Australian and New Zealand
Environment Council (ANZEC). The Commonwealth EPA will provide
administrative support for the National EPA.

In June 1992, the Commonwealth Government released a National
Waste Minimisation and Recycling Strategy (CEPA 1992). The strategy
includes an information campaign designed to encourage people and
firms to reduce waste and increase recycling; a commitment to collect
further and better data on waste-disposal activities in Australia; and
targets for waste reduction. The strategy will be administered by the
Commonwealth EPA.

Government environmental agencies released a number of draft
strategies during the year for public comment. These include, in
addition to the draft of the waste and recycling strategy, a draft
proposal on waste lubricating oil and used tyres (ANZEC 1991), a draft
biodiversity strategy (BDAC 1992), a draft strategy on greenhouse
emissions (NGSC 1992) and a draft Ecologically Sustainable
Development Strategy (ESDSC 1992). The Department of
Administrative Services also released a strategy on environmentally
friendly product buying for government departments (DAS 1992).

The two draft strategies examined by the Commission — the draft
waste and recycling strategy and ANZEC’s draft proposal on oil and
tyres — contained a number of undesirable features, many of which
breach the Government’s regulation review guidelines. First, they did
not specify particular objectives. Second, they contained inadequate
analysis: they failed to identify market failure or to consider the costs
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and benefits of the regulation. Third, they recommended various
forms of regulation without comparing different instruments for
achieving environmental goals. Fourth, they contained a range of
‘command and control' regulations such as waste bans; and arbitrary
voluntary targets which, since they are accompanied by a threat of
regulation if not met, qualify as de facto mandatory targets (IC 1991b;
ORR 1991).

The Government has also introduced an 'Environmental Choice'
product labeling program. It aims to encourage businesses to register
their products and receive government endorsement for their
environmental claims. The program’s rationale is largely to reduce
misleading environmental claims made about goods. However, the
cost of registration and testing and the lack of demand for government
endorsement appears to have rendered the initiative ineffective. The
Advertising Standards Council also recently ruled that a commercial
promoting the scheme was itself likely to be misleading (Garran 1992).

Overall, the approach to environmental regulation requires
modification if the community’s environmental objectives are to be met
at least cost.

Motor vehicle safety regulation

US research suggests that several road-safety interventions have
yielded a substantial net gain to the community (Hahn and Hird 1990,
p-256). For these interventions, the sum of the benefits of avoiding
collisions and/or minimising their impact exceeded the total costs of
collision avoidance and protection by margins larger than for other
forms of social regulation (including safety regulations in other areas).

Optimising the regulation of safety enhances social welfare as it seeks
the greatest benefit, a large part of which is a reduction in human loss
and suffering, at least cost. Inefficient regulation detracts from this
objective as it reduces the resources available to achieve other social
goals. For example, if regulation requires excessive expenditure on,
say, air-safety, the community will have fewer resources available to
spend on more pressing safety needs, such as road safety.

The Commonwealth Government shares responsibility for road safety
regulation with the states. Since 1989, it has had a monopoly over
specifying vehicle safety standards through Australian Design Rules
(ADRs) made under the Motor Vehicles Standards Act.
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In the past, the development of such rules, while based on sound
engineering practice, has relied little on formal economic analysis to
determine their net worth. The rules have often been prescriptive and
have differed from the standards of other markets, thus requiring
importers to make special fitments or alterations to Australian vehicles
and adding costs to Australian vehicle exports.

However, some recent experience demonstrates a move towards
sounder regulation development processes. For example, following a
detailed study, the Federal Office of Road Safety (FORS 1992) has
proposed a new vehicle occupant protection ADR — covering devices
such as air-bags and seat-belt pre-tensioners — based on US Federal
Motor Vehicle Safety Standard 208. The study involved risk
assessment, benefit-cost analysis, a move towards contingent
valuation to determine consumer willingness to pay for higher levels of
safety in cars, and consultation processes. It also marks a move to
performance safety standards. Manufacturers are required only to
show that their cars reach a certain level of safety, rather than being
forced to include particular safety features in their cars. This allows
producers more flexibility to meet the regulations at lower cost.

Notwithstanding this positive development, it is apparent that the
Commonwealth Government also sees the motor vehicle standards as
an instrument of industry policy. In the recent inquiry conducted by
the Senate Standing Committee on Industry Science and Technology
into the Government’s decision to impose a $12 000 per unit duty on
second-hand imported vehicles, the Minister for Industry, Technology
and Commerce stated:

Anybody who comes to this inquiry and says that the issue in 1989 was
purely an issue of the safety of cars can only be described as extremely
naive. It was not just an issue of the safety of cars, it was the whole
question of second-hand car volumes eroding the new car market
(Button 1992d).

Clearly then, the intention of the Motor Vehicle Standards Act was not
only to establish regulation for safety reasons but also to protect local
producers from import competition.

As the Commission has noted in other contexts, it is inefficient to use
social regulation to pursue industry development objectives. In the
case of motor vehicle standards, such a dual-purpose policy approach
not only reduces the transparency of the cost of assistance provided to
domestic automotive manufacturers, it also impairs the FORS from
regulating vehicle safety on a risk-related and cost-effective basis.
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New national regulatory agencies

Intergovernmental co-operation on various social and economic issues
is increasing. Governments at all levels have long acknowledged the
cost of market fragmentation caused by excessive duplication and
overlap of regulation in a federal system. However, effective political
means to deal with the problem have been established only in the last
few years — the Special Premiers’ Conference arrangements being the
most prominent. This increased co-operation between Australian
governments has resulted in the Commonwealth Government being
given a greatly increased role in the regulation of firms for a wide range
of social and economic purposes — a role which the Constitution and
practice has largely left with the states.

This trend has seen the creation of a number of institutions charged
with developing national regulatory standards and, to a lesser extent,
strategies for enforcing these standards. The more important national
institutions established under Commonwealth/State agreements to
rationalise regulation include the National Occupational Health and
Safety Commission (Worksafe Australia), the Australian Securities
Commission, the National Food Authority, the Therapeutic Goods
Administration in the Commonwealth Department of Health, Housing
and Community Services and, as mentioned, a National Environment
Protection Agency. Negotiations are proceeding with the states to
establish a national Agricultural and Veterinary Chemicals Authority
and an agency to regulate the release of genetically modified
organisms.

These agencies have been established by either: first, a referral of
power to the Commonwealth under the Constitution; second, the
implementation of parallel legislation by the States and
Commonwealth; or, commonly, third, the establishment of national
councils who recommend implementation of parallel legislation one by
one. Each involves participation by the Commonwealth and the
States, with a declining level of surrender of State influence and an
increasing degree of uncertainty associated with implementation.
Nonetheless, in all three, the Commonwealth enjoys a prime role.

However, these developments have occurred ahead of the
Commonwealth Government’s adoption of comprehensive procedures
for vetting new regulatory proposals, of the type used by some states.
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Centralisation of regulatory authority has a number of potential
advantages. Whilst allowing individual states to opt out of particular
national arrangements in unusual circumstances, it can:

o establish clear responsibility for the regulation of a particular
activity and thereby improve political accountability for results;

o facilitate the development of uniform regulatory standards and
their national application;

e provide a framework for efficient enforcement — for example, by
encouraging the sharing of compliance information between
authorities;

e  ease the introduction to Australia of the desirable regulations and
regulatory practices of other countries; and

e bring a greater concentration of expertise to the technical and
economic evaluation of regulatory proposals.

However, centralisation of regulatory authority and the creation of
supporting institutions does not guarantee these benefits. The
Commonwealth Government has had little experience in some areas of
economic activity it is now responsible for controlling, and assembling
technical expertise is proving to be a difficult task for the agencies.

More importantly, where a national agency acquires an effective
monopoly on regulatory power, there are increased risks that:

. organised interest groups will be in a better position to exercise
undue influence;

e the absence of competing regulatory agencies will reduce
incentives to regulate efficiently;

. more directive, rather than consultative, approaches to regulation
will be adopted; and

o comprehensive parliamentary and executive procedures for the
vetting of new regulatory proposals used by some states will be
avoided.

Given these risks, it needs to be remembered that the goal of
intergovernmental co-operation is not to pursue uniformity of
regulation for its own sake, but rather to widely apply regulations
which deliver real community benefits at least cost.

Early experience with the performance of the national authorities is
mixed. No agency undertakes and publishes adequate analysis of its
proposals — indeed most agencies lack a capability to do this. The
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public consultation practices of the authorities are also sometimes
unsatisfactory. Some agencies, notably the Australian Securities
Commission, have been under pressure to produce a large amount of
new regulation in a very short time, and at an early point in their life.
Other agencies, such as the National Food Authority, have inherited
backlogs of outstanding applications which have inhibited them from
formulating their own approach, while others, such as the Therapeutic
Goods Administration, have been undergoing extensive internal
reorganisation.

While the new national regulatory arrangements are potentially more
efficient than those they replaced, it is unclear that they have yet
delivered substantial benefits to the community. There remains
considerable scope for the national agencies to adopt efficient
regulatory practices — such as consideration of market-based
solutions, comprehensive economic analysis of proposals, adequate
public consultation and adoption of transparent decision-making
criteria.

There are a number of approaches to improve the regulatory practices
of agencies. One is the development and adoption by all Australian
governments of standardised 'sunrise' procedures for the assessment
of new regulation. These would require all proponents of regulation to
follow a common set of administrative procedures prior to the approval
of new regulation. In this regard under the parallel legislation
approach discussed above, there is a risk that 'sunrise' procedures will
either be duplicated or totally avoided in the establishment of an
agency or in the implementation of its recommendations. A
mechanism needs to be established whereby the recommendations of
national agencies are subject to a single sunrise procedure. If
comprehensive Commonwealth procedures are developed (see below),
these should probably be applied. Further, these agencies should to
the maximum possible extent accept the regulations of comparable
countries: for example, new drug approval decisions made in the USA
and the European Community. The Commission will pursue these
issues with the national agencies and the states during the year.

Regulation-making processes

The processes used by governments to make and review regulations
were subject to some significant reforms during the year, and the
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Administrative Review Council completed the first major review of
Commonwealth regulation-making practices.

Mutual recognition of regulation

Most important of these reforms was the final agreement reached by
the Commonwealth and the states to recognise each others’ product
and occupational regulations. Heads of government of the
Commonwealth, States and Territories signed a final agreement at
their meeting on 11 May 1992 to introduce complementary legislation
to achieve -a common market within Australia. On present planning,
subject to the successful passage of legislation through the
Commonwealth and all State parliaments, the arrangements will
commence on 1 March 1993.

Mutual recognition will allow free trade between the states in locally
produced and imported goods which meet agreed base-line standards,
notwithstanding continuing differences between detailed state
requirements. It also facilitates labour mobility by allowing free entry
by practitioners of regulated occupations to the markets of all states
provided tests of the equivalence of occupations are met. It puts a
strong discipline on governments not to introduce impediments to
inter-state trade and, consequently, is an important adjunct to the
tariff reduction program.

The mutual recognition agreement provides for a review in due course
of New Zealand’s participation. This option is being pursued in the
present round of extensions to the Closer Economic Relations
agreement.

The Commission first proposed a mutual recognition policy in its
1989-90 Annual Report. Its achievement has been acknowledged as a
particularly successful outcome of the mew federalism' processes
established by the Hawke Government. These processes, which
centred on a series of Special Premiers’ Conferences, proved to be an
effective means of progressing micro-economic reform. The future
pace of reform depends on continuing intergovernmental co-operation.
The new Council of Australian Governments has been established to
pursue this objective.
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Administrative Review Council report

The Administrative Review Council (ARC) completed its review of
Commonwealth regulation making and presented its report to the
Attorney General on 26 March 1992. It summarised its major findings
as follows (ARC 1992, p.ix):

... the traditional form of delegated instrument has been the statutory
rule, most commonly the regulations made by the Governor-General in
Council for which a framework for making, publication and scrutiny
has developed over time. However, in recent years there has been a
vast growth in the volume and diversity of delegated legal instruments.
Different and often inconsistent practices for drafting, consultation,
scrutiny and publication apply. The extension of some procedures
associated with statutory rules has overcome some anomalies but
significant problems still remain. In particular, the framework of
principles and procedures for the making of delegated legislative
instruments is patchy, dated and obscure.

The Council recommended the enactment of a new statute, to be
known as the Legislative Instruments Act, to control the assessment,
making and retiring of all subordinate legislation. It proposed that the
new regime contain the following elements:

e  Dbetter guidance on matters appropriate for inclusion in Acts of
Parliament and matters which can be included in delegated
legislation;

e improved practices to ensure high-quality drafting for all
Commonwealth rules;

e mandatory consultation with the community before important
rules are made;

. 'sunsetting’ of all rules on a ten-year rotating basis;

e  establishment of a Legislative Instruments Registrar in which all
rules should be published (rules would not be enforceable if they
were not published in this way); and

e  special adaptation of these general procedures for rules of court
and rules made under intergovernmental schemes for nationally
uniform regulations.

The ARC’s proposals extend the Commonwealth guidelines for internal
governmental scrutiny of new major regulatory proposals to all
subordinate legislation, and they introduce standardised and
enhanced public consultation processes. Importantly, the ARC
recommended that, should agencies avoid the use of these processes,
the regulation should be liable to disallowance by the Senate.
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In the Commission’s view, public justification of proposals to regulate
will improve the efficiency of regulations, by requiring that the costs
and benefits be identified and by reducing the opportunities for
authorities to push through regulations which simply confer benefits
on some sectors of the community at the expense of others.

But while the Commission supports early adoption of the ARC’s
recommendations, its experience suggests that the Commonwealth
regulatory agencies will need to improve their expertise in economic
analysis if those recommendations concerning the justification of
proposals are to be met.

Integration of business licensing databases

Most States and Territories in Australia have established 'one-stop
shop' Business Licensing Centres. These centres assist people getting
started in business with information on the licences, permits,
approvals or registration required, and by providing the necessary
paperwork.

In December 1990, Commonwealth, State and Territory Ministers
responsible for small business agreed to several initiatives to enhance
the performance of the small business sector, including the integration
of State/Territory and Commonwealth registers of business licensing
and regulatory information. Commonwealth licensing information has
now been integrated in the data-bases operated by the New South
Wales, Victorian and Queensland governments. The enhanced
systems will enable business to obtain both Commonwealth and State
licensing information through a central one-stop licence shop.

In addition to improving individuals’ access to licensing information,
the centralised collation of licensing and regulatory information will
enable governments to review and rationalise licensing requirements
across jurisdictions, to avoid duplication, overlap and inconsistencies,
and to enable the reform and elimination of needless requirements and
regulation.

Risk assessment in regulation development and review

Many types of risk are encountered in daily life and there are
pressures on governments to use regulation to moderate the
consequences of adverse events on individuals and firms. For
example, governments are called on to intervene in markets to cover
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losses from investments or to subsidise the costs of insurance against
common occurrences such as the risk of illness.

Safety risk is a generic class of risk which is extensively regulated, but
policy analysts are increasingly questioning the efficacy of this form of
regulation. This is partly because high economic costs are involved
but mostly because the record shows that it is difficult for regulatory
authorities to remain remote from political concerns about particular
types of dangers.

While high risk levels are undesirable, society cannot be risk-free. For
example, short of banning motor vehicles, there will always be some
risk and incidence of road accidents. Similarly, short of taking all
therapeutic drugs off the market, there will always be some risk of
people suffering injury or dying from drugs with adverse side-effects.

Further, measures to reduce risk are often costly. For example,
airbags can reduce the risk of injury to those motor vehicle occupants
involved in road accidents, but can cost around $500 each to
purchase. Overly stringent drug testing procedures are costly not only
in financial terms but also because they can stall the introduction of
safe (even life-saving) drugs to the market. ‘

Traditional approaches to regulation development often fail to strike an
appropriate balance between risk-reduction and costs, for five main
reasons. First, regulatory agencies often lack proper procedures for
evaluating different policy proposals, and often fail to apply procedures
consistently. Second, regulatory agencies sometimes lack
transparency in their decision making. Because agencies often
produce their own data on costs and benefits, there is the risk of bias
in the selection process such that data will be chosen to exaggerate the
importance of the agency’s jurisdiction or to overstate the effectiveness
of its actions (Morrall 1986). Third, regulatory agencies face incentives
to 'err on the side of caution'. For example, an agency that approves a
drug which turns out to have adverse side-effects may face political
retribution or loss of prestige, whereas one that keeps a life-saving
drug from the market is less likely to be criticised. Given this 'fear of
regret', agencies tend to be overly cautious in estimating risk levels.
Where cautious assumptions are compounded, the level of risk being
addressed can be seriously overstated (Nichols and Zekhauser 1986).
Fourth, this cautiousness may be exacerbated by pressure from
incumbent firms to keep new competing products from the market.
Fifth, technical specialists are often required to make not only
technical judgments about the actual level of risk but also value
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judgments about what constitutes an acceptable level of risk, when the
latter should be determined by policy makers (Refshauge 1982;
Kjellstrom 1983).

These problems can all lead to overly stringent regulations which
impose greater costs on the community than the benefits they confer
by reducing risk levels. For example, estimates from the US show that
the cost per life saved (in 1984 $US) ranges from $100 000 for steering
column protection regulations to $72 billion for formaldehyde
emissions regulation (Morrall 1986). This implies that, if the latter
regulation were removed, the United States could afford to save more
lives in other areas. Similarly, a study of mandatory swimming pool
fence legislation in Western Australia found that the legislation would
cost between $1.8 million and $3.2 million per young life saved: this is
approximately equal to the cost of buying 200 to 300 humidicribs for
public hospitals. Looked at another way, the regulation costs between
$40 000 to $70 000 per year of life saved, which is far higher than the
cost per year of life saved of any screening or health promotion
measure (Harris, Warchivker and de Klerk 1992). Because of the
trade-offs involved in pursuing health and safety goals, regulations
and programs should be carefully analysed and, where necessary,
rationalised.

In May 1992, the NSW Economic and Regulatory Efficiency Unit — the
ORR’s NSW counterpart — released guidelines for dealing with risk
management in regulation development and review (EREU 1992). The
guidelines set out:

o the nature of the risk-management problem in regulation;
. actual and perceived levels of risk;
o socially acceptable and unacceptable levels of risk; and

e procedures for incorporating risk assessment into cost-benefit
and cost-effectiveness analysis.

If adopted by government, the guidelines will provide a rational, data-
based, analytical process to evaluate whether regulatory proposals
involving risk will confer the greatest overall benefit to the community.

The Commission sees the adoption and implementation of such
proposals as a desirable adjunct to regulation development and review
activities. Again, however, it is cautious about the capacity of current
regulatory agencies to undertake such procedures and notes that, at
the Commonwealth level, successful implementation would require
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that personnel in the agencies receive appropriate training in
evaluation techniques.
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DEVELOPMENTS IN SPECIFIC INDUSTRY
ARRANGEMENTS

As part of its annual review of the performance of Australian
industry, the Commission monitors developments in special
arrangements that apply in the case of some industries. These
include major infrastructure industries — such as road, rail,
sea and air, along with energy supply and telecommunications
— as well as industries for which special assistance
arrangements apply (and which may not be covered by the
Commission’s measurements of assistance to agriculture,
manufacturing and mining industries, see Appendix K).
Measures and policies that support selected groups of
industries or particular activities are reviewed in Appendix I.

Industries for which summaries of recent developments in special
arrangements are reported in this appendix are:

aviation;

waterfront and shipping;
rail;

road transport;

energy supply;
telecommunications;
dairy;

wool marketing;
pharmaceuticals;
automotive; and
textiles, clothing and footwear.

The list is not exhaustive of specific industry arrangements.
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Aviation

The development of aviation in Australia has been severely constrained
by the prevalence of economic regulation. However, reforms
introduced in 1990 have led to increased competition in the provision
of interstate air services, with significant benefits for consumers. More
recently, the Government announced initiatives to remove some of the
regulatory barriers separating Australia’s domestic and international
aviation sectors, and to develop a single aviation market with New
Zealand. In addition, there has been some further deregulation of
intrastate air services, though these remain subject to extensive
regulation in Tasmania and New South Wales.

Deregulation of interstate aviation

The Commonwealth ended its formal regulation of interstate aviation
in October 1990. Under its two-airline policy, the Government had
effectively controlled capacity, prohibited competitors to Ansett and
Australian Airlines on interstate routes and set airfares.

A new operator — Compass Airlines — entered the market in
December 1990, concentrating on high-density and long-distance
routes. In the eighteen months to March 1992, passenger activity on
the top 18 interstate routes grew by 45 per cent, while average revenue
per passenger-kilometre fell by 23 per cent (PSA 1992b). Indeed,
between September 1990 and December 1991 — which includes the
twelve months’ operation of Compass — revenue per passenger-
kilometre fell by 32 per cent. Discounting occurred network-wide, not
just on routes serviced by Compass.

At its peak, Compass carried 10 per cent of total domestic aviation
traffic and 21 per cent of the traffic on markets in which it operated.
However, Compass’ financial position steadily deteriorated from its
inception and it terminated operations after just one.year. In its
inquiry into the causes and consequences of the airline’s collapse, the
Trade Practices Commission concluded that “shortcomings in the entry
strategy and management of Compass appear to have been the most
important contributing factor” (TPC 1992a, p.54).

The failure of Compass does not imply the failure of deregulation.
After decades of 'duopoly’ under a tightly regulated system, the two
major domestic airlines have already been exposed to significant
competitive pressures — which have persisted despite the collapse of
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Compass. Competition (including the threat of it in the form of
prospective new entrants) has induced both the incumbent airlines to
operate with greater efficiency. Since deregulation, Ansett and
Australian have each cut staff by about 10 per cent. Further efforts
have been made to cut operating costs by introducing more flexible
working arrangements for cabin crew.

The indications thus far are that domestic airline travellers have also
enjoyed better value for money. Australian and Ansett have sought to
differentiate their cabin configuration and other services across fare
classes. Frequency has increased, as has the number of non-stop
services. There have also been improvements in on-time performance
and cabin and ground services — and aviation safety has been
maintained.

Continued scope remains for new entrants in what has become a
contestable market. Indeed, Southern Cross Airlines Holdings Limited
commenced operations in August 1992 after acquiring Compass. The
development of a single aviation market with New Zealand offers
further prospects for competition.

Nevertheless, there remain barriers to entry to which government
attention should be directed if the full benefits of reform are to be
obtained. In particular, the experience of Compass has focussed
attention on access to adequate terminal facilities — a problem which
the Government has more recently sought to address (see below). In
addition, the TPC continues to monitor strategic factors such as
alliances between airlines, their integration with travel agents and
arrangements covering computer reservation systems.

Recent developments in domestic and international aviation policy

In February 1992 as part of its 'One Nation' statement, the
Government announced a strategy to accelerate changes in the
Australian and Australasian aviation markets. The strategy included:

. permitting equity investments between Australian operators and
allowing Qantas to operate on domestic routes;

. implementing a policy of multiple designation for Australian
international carriers and renegotiating bilateral air service
agreements;
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. seeking the New Zealand Government’s agreement to implement a
single aviation market, allowing Australian and New Zealand
carriers full access to the Australasian market;

. support for the development of common-user terminal facilities at
Federal Airports Corporation (FAC) airports; and

. additional funding to accelerate the transfer of Commonwealth
aerodromes to local authorities, and withdrawal of airports from
the Aerodrome Local Ownership Program.

The first three areas were addressed further in subsequent
announcements.

Support for common-user facilities is expected to resolve some of the
current problems of inadequate access to terminal facilities. The
assistance required by the FAC from the Government is to be subject
to commercial negotiation.

Accelerated transfer and withdrawal of the Commonwealth from
ownership of non-FAC airports may be expected to place airport
infrastructure on a more commercial footing.

During the already extended sales process for 100 per cent of
Australian Airlines and 49 per cent of Qantas, the Government made a
number of announcements in June 1992 (and subsequently)
concerning its aviation policy. These included:

. sale of Australian airlines to Qantas for $400 million by the end of
September 1992;

. sale of 100 per cent of the combined airline;

e establishment of an independent tribunal, the International Air
Services Commission (IASC), to allocate capacity rights on
international aviation routes among Australian carriers previously
identified by the Australian Government; and

« following negotiation with the New Zealand Government, the
trans-Tasman market will be gradually opened to competition.

Subsequently, in a memorandum of understanding signed in early
August 1992, the Australian and New Zealand Governments agreed
that a second Australian domestic carrier can offer trans-Tasman
services commencing in November 1992, with an increased range of
services in 1993 and full access by 1994. The agreement facilitates a
staged expansion of 'beyond rights' for both Australian and New
Zealand carriers from November 1992 through to 1994. Agreement
was also reached to seek a new airline treaty by November 1993,

186



DEVELOPMENTS IN SPECIFIC INDUSTRY ARRANGEMENTS

which would form the basis of a single airline market — allowing
airlines of either country to operate domestic services in the other
country.

The merger of Qantas and Australian Airlines may of itself reduce the
potential for competition on the Australian domestic market relative to
their retention as separate carriers. On the other hand, the combined
resources of the two airlines should provide opportunities for some
rationalisation of facilities and operations. The subsequent formation
of a single Australasian aviation market should encourage further
competition.

Ansett’s role in international aviation is yet to be seen. The
memorandum of understanding with New Zealand will initially allow
Ansett to link up with its existing services in specified points in New
Zealand, and its trans-Tasman operations will be unrestricted from the
end of 1994.

The IASC has been given a charter to take a proactive approach to
providing domestic airlines with the ability to compete equitably with
Qantas in international markets where Australia has negotiated
bilateral rights. However, the provisions under which the IASC
operates restrict the scope for new Australian carriers to compete with
Qantas in servicing international routes. For example, the capacity
and route entitlements in use by Qantas at 1 July 1992 are unable to
be reallocated to other Australian carriers until July 1997. Rather
than allocating rights to fly on other international routes by tender, the
IASC will make administrative determinations allocating available
capacity to designated Australian carriers. Under the International Air
Services Commission Act 1992, the IASC is required to make a
judgment on the capability of applicants who wish to operate on an
international route and issue licences in accordance with the perceived
benefits as they apply to, or are obtained by, inbound tourism,
consumers, international trade, the level of competition in and
structure of the industry, and “such other criteria as the Commission
considers relevant”. How these criteria will be reconciled will have
important ramifications for the development of competitive air services.

Developments in the regulation of intrastate aviation

The Industry Commission recently found that the intrastate aviation
sector is not performing to its full potential (IC 1992b). The sector’s
present performance and future development is being hampered by a
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number of factors which are subject to the control of governments in
Australia. The most significant of these is 'economic' regulation which
continues to apply to intrastate airline operations in a number of
states. The Commission concluded that the costs of continuing to
regulate intrastate air services outweigh the benefits of deregulation.
The Commission recommended that all economic regulation of
intrastate aviation activity by state and territory governments be
dismantled.

The Northern Territory deregulated all intraterritory aviation services
on 1 January 1992, leaving services in Victoria, South Australia and
the Territories no longer subject to state/territory regulation. Minimal
regulation remains in Queensland, while in Western Australia only the
relatively small non-jet network is regulated — and this is to be
reviewed during 1992-93.

However, intrastate aviation continues to be subject to extensive
regulation in Tasmania. In addition, in New South Wales the
Government has announced that entry to most routes will continue to
be restricted. But an additional operator will be permitted on some
major routes, and open competition will be allowed on routes
relinquished by existing licensees. Licence conditions will continue to
specify the standard of service on some regulated routes in New South
Wales.

To the extent that the new measures in New South Wales lead to
effective competition among the licensed duopolists — an important
proviso — they should improve efficiency. However, the experience of
the two-airline policy suggests that the prospects of meaningful
competition are small. There appears to be some inconsistency in
permitting open competition on those routes relinquished by licensees,
but preserving regulation on other 'thin' routes which the regulated
operator wishes to maintain. This approach is oriented more towards
the interests of existing licence holders than the communities they
service.

The Commission’s report on intrastate aviation also considered
inefficiencies associated with the provision and operation of airports,
and in the provision of safety and air navigation services. It expressed
particular concerns about the lack of competitive pressures to which
the Civil Aviation Authority (CAA), airports generally and the FAC are
exposed, and the current charging policies of the CAA and the FAC.
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Waterfront and shipping

In June 1989, a three-year program was initiated to reform Australia’s
waterfront and shipping sectors. The program involved reducing
stevedoring labour and reforming work practices on the waterfront,
recrewing Australian vessels and retraining seamen, and consultations
with the states about reform of port authorities at the state/territory
level. Reform of the towage industry was initiated in December 1989.

Stevedoring reform

In September 1989, an In-Principle Agreement (IPA) was signed by the
Australian Council of Trade Unions (ACTU) and the Association of
Employers of Waterside Labour — spelling out the principles for a
negotiated, orderly implementation of change in waterside employment
structures, work and management practices, training and career
opportunities and a reduction in the number of unions. The IPA was
endorsed by the Commonwealth Government in October 1989. The
waterfront reform process was implemented under the auspices of the
Waterfront Industry Reform Authority (WIRA), established in 1989.
The Authority’s existing mandate is due to terminate in October 1992.

Progress on reform

The central feature of the program is the progressive introduction of
enterprise-based agreements (EBAs) to replace industry-wide
arrangements. The original Agreement provided for a reduction in the
stevedoring workforce of 2000 (3000 voluntary redundancies partly
offset by 1000 new, younger recruits) — with the Commonwealth
providing $154 million for redundancy packages and retraining on a
dollar-for-dollar basis with industry. These funds were to be released
as EBAs were approved by WIRA and implemented.

In the twelve months to 30 June 1992, WIRA approved a total of 47
EBAs. Of these, 28 concerned the five major ports of Sydney,
Melbourne, Brisbane, Adelaide and Fremantle. In the case of regional
ports, 19 EBAs have been approved in a total of 14 ports, with
negotiations for 10 other agreements concluded and 6 more well
advanced. Agreements and proposals under discussion cover all 32
regional ports. In total, 53 EBAs have been approved by WIRA.

A total of 3220 employees left the industry under the voluntary
redundancy/retirement option in the period up to 30 June 1992. In
addition, 836 employees left through natural attrition and existing
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redundancy schemes. Recruitment of 265 new employees has been
well below that originally anticipated, leading to a net reduction of
3791 (or 42 per cent of the original workforce).

A further 800 workers are still considered surplus to requirements.
These workers have been placed on Transitional Labour Lists,
established to assist with implementing EBAs by facilitating the
redeployment of employees who have not left the industry under the
IPA, yet remain excess to the requirements of the relevant enterprise.
Funding for these redundancies is being negotiated between WIRA, the
unions, employers and the Government.

A new skill-based classification structure, rates of pay and basic
working conditions — such as hours of work and leave provisions —
were set out in the Stevedoring Industry Award 1991 and ratified by
the Australian Industrial Relations Commission on 25 November 1991.
The award replaced 21 previous Awards and superseded the interim
Award of 12 July 1990. The new Award is intended to operate in
conjunction with EBAs.

During February and March 1992, WIRA completed the preparation of
contracts for the release of Commonwealth funds for training
undertaken by enterprises under the provisions of the IPA.
Stevedoring enterprises which have the required training
arrangements in place can access these funds.

WIRA commenced a review of the three-year reform program in mid
April 1992, as required under the IPA. The first substantive meeting of
the parties undertaking the review was held on 5 May. WIRA
considers that other IPA issues which need to be finalised before the
expiry of the Agreement include the termination of transitional
arrangements, training arrangements, safety, union coverage at grain
terminals, and the removal of industry arrangements which are no
longer appropriate under enterprise employment arrangements (WIRA
1992). A final report on these matters will be prepared by the end of
October 1992.

The benefits of reform

The benefits of stevedoring reform have been significant, including
reductions in prices to shipping lines, reduced ship turn-around times,
declines in truck-queuing times and a fall in time lost through
industrial disputes. WIRA has monitored reform on the waterfront and
has regularly published performance indicators. These show an
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average 100 per cent increase in containers handled per employee
shift, a 39 per cent decline in ship turn-around times, a rise of more
than 100 per cent in tonnes handled per employee shift at grain
terminals, and a reduction in stevedoring charges of 20 to 25 per cent
over the past twelve months (WIRA 1992).

However, some shippers have claimed that the benefits of reform are
not being passed on to them; instead they are being captured by other
industry participants. The PSA is inquiring into land-based charges
levied in Australian ports by ocean carriers and conferences, with
regard to the current basis for establishing land-based charges, and
whether reductions in stevedoring charges arising from reforms to the
stevedoring industry are being reflected in these land-based charges.
The PSA’s report is due to be completed in September 1992.

Port authority reform

Port reform is a vital part of microeconomic reform. Port authorities,
by virtue of their control of the port waterways, land and
infrastructure and the charges they set for port services, are in a
position to influence competition and efficiency in ports and hence
Australia’s international competitiveness.

The structures, objectives and functions of Australian port authorities
differ widely between and within states/territories. While much of the
waterfront and shipping sectors have been undergoing substantial
reform on an Australia-wide basis, port authority reform has been
largely pursued on a state-by-state basis.

Several port authorities have continued to rationalise their activity,
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