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Area and p o p u l a t i o n  

Area 
P o p u l a t i o n  ( June  1980) 
Labor f o r c e  (November 1980)  

N a t i o n a l  accoun t s  

P r i v a t e  consumption 
P u b l i c  consumption 
P r i v a t e  inves tment  
P u b l i c  i nves tmen t  
Change i n  s t o c k s  ( i n c l u d i n g  

s t a t i s t i c a l  d i s c r e p a n c y )  - 11 

T o t a l  domes t i c  demand 

Expor t s  of goods and s e r v i c e s  
Imports  of goods and s e r v i c e s  

Gross  domestic product  
Of  which: 
Gross  nonfarm p roduc t  

- v -  

Aus t r a l i a - -Bas i c  Data 

2,968,000 s q u a r e  miles 
14,615,900 
6,665,500 

Gross domest ic  product  pe r  c a p i t a  
i n  1979180 

1979180 1976177 1977178 1978179 1979180 
I n  m i l l i o n s  of $A Pe rcen tage  change i n  real terms 

Prices ,  incomes, and unemployment 
(Annual pe rcen tage  i n c r e a s e )  

G D P  d e f l a t o r  (nonfarm) 
Consumer pr ice  index  
Real household d i s p o s a b l e  income 
Average weekly e a r n i n g s  
Unemployment rate 

(Years  end ing  June 30)  

69,135 2.4 1 .6  2.9 2.2 
18 ,648  5.4 4.9 4.5 1.9 
16 ,171  2.4 -2.7 7 .1  0.4 

9,080 -6.0 3.1 -3.0 -1.6 

-316 1 .4  -2.4 2.1 -1.8 

1 1 2 , 7 1 8  3.5 -0.8 5.4 -0.5 

21,403 7.9 1 . 7  1.9 14.2 
20,084 9.7 -4.0 8.8 -0.9 

114,037 3.3 0.1 4.3 2.3 

106,550 3.5 0.5 2.5 3.2 

SDR 6,700 

1976177 1977178 1978179 1979180 

10.9 8.5 7.3 9.1 
13.8 9.5 8.2 10.2 
1.8 0.8 3.4 1.3 

12.4 9.9 7.7 9.9 
5.2 6.2 6.3 6.2 

P u b l i c  f i n a n c e  

Commonwealth Government ( a n n u a l  p e r c e n t a g e  
i n c r e a s e ,  i n  va lue  terms) 

Out l a y s  10.3 11.1 8.4 9.1 
Receipts 17.0 9.8 8.9 16.0 

Budget d e f i c i t  as  p e r c e n t a g e  of GDP 3.7 3.4 1.8 1.2 

- 11 Changes expres sed  a s  p e r c e n t a g e  of GDP i n  t h e  p r e v i o u s  pe r iod .  
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Basic Data ( c o n t ' d )  

Monetary d a t a  

Domestic c r e d i t  L! 
Broad money 11 
Short- term commercial  b i l l  r a t e  (end of 

p e r i o d ,  i n  p e r  c e n t )  

Long-term government bond y i e l d s  
(end of p e r i o d ,  i n  pe r  c e n t )  

Balance of payments 
( i n  m i l l i o n s  of A u s t r a l i a n  d o l l a r s )  

E x p o r t s  
Imports  

Trade ba lance  

N e t  i n v i s  i b l e s  

Cur ren t  account  b a l a n c e  
( I n  pe r  c e n t  of GDP) 

C a p i t a l  account  ba l ance  
Overall ba l ance  

I n t e r n a t i o n a l  r e s e r v e s  (end-period)  

IFS b a s i s  ( I n  m i l l i o n s  of SDRs) 
Reserve Bank b a s i s  21 ( i n  m i l l i o n s  of 

A u s t r a l i a n  dollar;) 

Exchange rates ( u n i t s  of f o r e i g n  cu r rency  
p e r  A u s t r a l i a n  d o l l a r ,  end of p e r i o d )  

U.S. d o l l a r  
Trade-weighted b a s k e t  (Flay 1970 = 100) 

1976177 1977178 1978179 1979181 

15.4 11.2 13.6 11.9 
11.0 8.0 11.8 12.3 

11.1 10.8 10.4 13.9 

10.5 9.1 10.1 11.8 

11,447 12,027 14 , 075 18 , 634 
-10,345 -11,165 -13,493 -15,829 

1,102 862 582 2 , 805 

-3 , 088 -3 , 405 -3,828 -4,413 

-1 , 986 -2 , 543 -3,247 -1,608 
(-2.4) (-2.8) (-3.2) (-1.4 

1,496 2 , 001 3 ,123  Z , 307 
-4 90 -542 -124 -301 

1 ,646  2 , 526 2,120 1,962 

3,312 3,225 3,885 5 ,681  

1.1155 1.1475 1.1211 1.1576 
87.62 86.2 83.1 85.0 

- 11 
- 21 

End-period, pe rcen tage  i n c r e a s e  from one y e a r  e a r l i e r .  
Using marke t - r e l a t ed  v a l u a t i o n  of g o l d .  



I. Domestic Economy 

1. Overview of r e c e n t  and p r o s p e c t i v e  developments 

Economic p o l i c y  s i n c e  t h e  mid-1970s h a s  been dominated by t h e  need t o  
reduce t h e  ra te  of i n f l a t i o n  and t o  r e c t i f y  t h e  l a r g e  f a c t o r  p r i c e  imbalance 
t h a t  emerged from t h e  wage e x p l o s i o n  of 1974. The achievement of t h e s e  
o b j e c t i v e s  h a s  been r ega rded  as a p r e c o n d i t i o n  f o r  a c h i e v i n g  a s u s t a i n a b l e  
ra te  of growth and employment and f o r  e n s u r i n g  e x t e r n a l  s t a b i l i t y .  The 
a u t h o r i t i e s  have pursued t h e s e  o b j e c t i v e s  by m a i n t a i n i n g  a f a i r l y  c a u t i o u s  
s t a n c e  of demand management , w h i l e  advoca t ing  r e s t r a i n t  by t h e  l a b o r  un ions  
i n  t h e i r  wage demands as  w e l l  as by t h e  A r b i t r a t i o n  Commission i n  i t s  d e c i -  
s i o n s  g r a n t i n g  wage i n c r e a s e s .  

The economy h a s  a d j u s t e d  g r a d u a l l y  t o  t h e  new p o l i c y  environment .  The 
r a t e  of i n f l a t i o n  h a s  been brought  down below 10 pe r  c e n t  and s i n c e  mid-1979 
below t h e  i n d u s t r i a l  c o u n t r i e s '  ave rage .  P r o g r e s s  h a s  been made i n  b r i n g i n g  
r ea l  l a b o r  c o s t s  more i n  l i n e  w i t h  p r o d u c t i v i t y ,  t h u s  improving t h e  p r o f i t -  
a b i l i t y  and c o m p e t i t i v e n e s s  of A u s t r a l i a n  i n d u s t r y .  N e v e r t h e l e s s ,  i t  would 
a p p e a r  t h a t  t h e  l e v e l  and s t r u c t u r e  of wages remain a major h i n d r a n c e  t o  a 
more e f f e c t i v e  u t i l i z a t i o n  of l a b o r  r e s o u r c e s  and,  hence,  t o  the c a p a c i t y  of 
t h e  economy t o  grow wi thou t  i nduc ing  i n f l a t i o n a r y  t e n d e n c i e s .  Employment 
h a s  inc reased - -qu i t e  s u b s t a n t i a l l y  i n  t h e  las t  two years--but a 6 p e r  c e n t  
ra te  of unemployment c o e x i s t s  w i t h  emerging s h o r t a g e s  of s k i l l e d  l a b o r .  

Up t o  mid-1979 economic r ecove ry  from r e c e s s i o n  was s low and uneven, 
d e s p i t e  a r e l a t i v e l y  s t r o n g  e x p o r t  performance (Char t  1). S ince  t h e  begin-  
n ing  of 1980, however, economic a c t i v i t y  h a s  been c h a r a c t e r i z e d  by a b r o a d l y  
based pickup i n  domes t i c  demand, w i t h  b u s i n e s s  inves tmen t  unde rp inn ing  f i r m  
growth i n  employment. T h i s  marks t h e  beg inn ing  of a n  e x t e n s i v e  inves tmen t  
boom i n  t h e  development of  o i l  and g a s  d e p o s i t s ,  c o a l  and b a u x i t e  mines ,  and 
t h e  c o n s t r u c t i o n  o r  expans ion  of a lumina r e f i n e r i e s  and aluminum smelters, 
a s  w e l l  as uranium mining and m i l l i n g  o p e r a t i o n s .  While t h e r e  w a s ,  as a 
r e s u l t ,  a d e t e r i o r a t i o n  i n  t h e  c u r r e n t  accoun t  of t h e  b a l a n c e  of  payments,  
t h e  c a p i t a l  accoun t  moved s t r o n g l y  i n  A u s t r a l i a ' s  f a v o r ,  and t h e  o v e r a l l  
e x t e r n a l  p o s i t i o n  became s t r o n g e r  than a t  any t i m e  i n  t h e  r e c e n t  p a s t .  Th i s  
was r e f l e c t e d  i n  a s t r e n g t h e n i n g  of t h e  exchange r a t e  on a t rade-weighted 
b a s i s .  

It i s  b e l i e v e d  t h a t  t h e  c o n t i n u a t i o n  of t h e  r e s o u r c e s  boom and a h i g h  
l e v e l  of consumer spend ing  i n  t h e  second h a l f  of 1980/81 1/ w i l l  e n s u r e  t h a t  
t h e  s t i m u l u s  from domes t i c  demand w i l l  c o n t i n u e  t o  o f f s e t  The n e g a t i v e  impact 
on growth from t h e  f u r t h e r  d e t e r i o r a t i o n  i n  n e t  e x p o r t s .  It a p p e a r s  t h a t  b o t h  
i n  t h e  f i r s t  h a l f  of t h e  year and i n  f o l l o w i n g  months f i r m s  managed t o  g e t  
investment  i n  p l a c e  3 s  p lanned ;  a s  a r e s u l t ,  b u s i n e s s  f i x e d  inves tmen t  ( i n c l u d -  
i n g  o u t l a y s  on c o n s t r u c t i o n )  i s  l i k e l y  t o  grow a t  a r a t e  approach ing  20 p e r  
c e n t  i n  rea l  terms i n  1980/81, compared w i t h  a d e c l i n e  of abou t  4 p e r  c e n t  
i n  1979/80. The h o u s e b u i l d i n g  s e c t o r  w i l l  a l s o  increase-- though a t  a reduced 
pace i n  t h e  second h a l f  of 1980/81 f o l l o w i n g  t h e  r i s e  i n  i n t e r e s t  rates--and 
movements i n  nonfarm s t o c k s  w i l l  add t o  p roduc t  growth i n  1980/81. With s t r o n g  

- 1/ The f i n a n c i a l  y e a r  r u n s  from J u l y  1 t o  June  30. 
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employment growth boos t ing  both  aggrega te  income and consumer conf idence ,  
and w i t h  real  d i s p o s a b l e  incomes r i s i n g  f i r m l y ,  real  p r i v a t e  consumption i s  
l i k e l y  t o  grow a t  a ra te  approaching  t h e  long-term ra te  of 4 per  c e n t ,  com- 
pared w i t h  2 1/4 per c e n t  i n  1979/80. On t h e  whole, t o t a l  domestic demand 
i s  e s t i m a t e d  t o  i n c r e a s e  by about  5 3 / 4  per  c e n t  compared wi th  a d e c l i n e  of 
1 / 2  pe r  c e n t  i n  1979/80. 

I n  c o n t r a s t  t o  t h e  expe r i ence  i n  1979/80, n e t  e x p o r t s  w i l l  d e t r a c t  
s h a r p l y  from o v e r a l l  economic growth i n  1980/81, r e f l e c t i n g  a measurable  
f a l l  i n  e x p o r t s  and s t r o n g l y  expanded impor ts .  Many e x p o r t  i n d u s t r i e s  had 
t o  f a c e  weak f o r e i g n  demand, and supply  c o n s t r a i n t s  were e v i d e n t  f o r  r u r a l  
e x p o r t s  on account  of t h e  d rough t ,  f o r  i r o n  and s t e e l  on account  of s t r eng-  
t h e n i n g  domest ic  demand, and f o r  c o a l  on account  of i n d u s t r i a l  d i s p u t e s .  It 
a p p e a r s  t h a t  demand f o r  impor t s  w i l l  grow q u i t e  s t r o n g l y  i n  1980/81 w i t h  t h e  
pickup i n  inves tment  expend i tu re  and l a r g e  d e l i v e r i e s  i n  de fense  equipment 
a l r e a d y  on  o r d e r .  Even so,  rea l  growth i n  nonfarm product  i n  1980/81 may 
r e a c h  4 1 / 2  per  c e n t ,  compared wi th  3 1 / 4  p e r  c e n t  i n  1979/80. With farm 
ou tpu t  f a l l i n g  by a h i g h e r  pe rcen tage  than  i n  1979/80 ( 9  p e r  c e n t ) ,  real  GDP 
growth i n  1980/81 w i l l  most l i k e l y  exceed 3 p e r  c e n t  compared wi th  2 1 / 4  p e r  
c e n t  i n  1979/80. 

With t h e  ra te  of i n c r e a s e  i n  consumer p r i c e s  i n  the f i r s t  n i n e  months of 
1980/81 a l i t t l e  lower ( l a r g e l y  because of temporary f a c t o r s )  t han  had been 
a n t i c i p a t e d  ear l ie r ,  t h e  year-on-year r a t e  of i n c r e a s e  i n  consumer prices i s  
Like ly  t o  be under 1 0  p e r  c e n t  f o r  t h e  year a s  a whole compared w i t h  10 1 / 4  pe r  
c e n t  i n  1979/80. On t h e  o t h e r  hand,  t h e  growth of e a r n i n g s  jumped ahead du r ing  
1980/81, r each ing  a 1 4  p e r  c e n t  r a t e  of i n c r e a s e  i n  t h e  second q u a r t e r  of t h e  
year. Real e a r n i n g ,  which had remained roughly  unchanged f o r  about  f o u r  y e a r s ,  
t h u s  showed s i z a b l e  g a i n s .  

2. Supply and demand 

With farm o u t p u t  f a l l i n g  from t h e  ve ry  h igh  l e v e l  of 1978/79 and wi th  
a c t i v i t y  o u t s i d e  t h e  farm s e c t o r  a c c e l e r a t i n g  on ly  s l i g h t l y  ( f rom 2 1 / 2  p e r  
c e n t  in 1978/79 t o  3 1 / 4  pe r  c e n t  i n  1979/80) ,  t h e  growth of real  GDP slowed 
t o  2 1 / 4  per  c e n t  i n  1979/80 from over  4 1 / 4  p e r  c e n t  i n  t h e  prev ious  year .  
The major s t imu lus  t o  economic growth i n  1979/80 as a whole w a s  provided by 
t h e  e x t e r n a l  s e c t o r .  A real  i n c r e a s e  of 14 1 / 4  p e r  c e n t  i n  e x p o r t s  of goods 
and s e r v i c e s  was accompanied by a d e c l i n e  of about  1 pe r  c e n t  i n  t h e  volume 
of impor ts  of goods and s e r v i c e s ,  w i t h  t h e  r e s u l t  t h a t  n e t  e x p o r t s  c o n t r i b u t e d  
about  2 1/2 percen tage  p o i n t s  t o  t h e  o v e r a l l  change i n  real  GDP. 1 /  Net 
e x p o r t s  had d e t r a c t e d  from growth i n  1978/79. On t h e  o t h e r  hand,  the-growth 
of f i n a l  domest ic  demand d e c e l e r a t e d  from 3 1 / 4  pe r  c e n t  t o  1 1 / 2  p e r  c e n t  
i n  1979/80, and t h e  c o n t r i b u t i o n  of s t o c k b u i l d i n g  t o  r e a l  GDP--which had 
been s h a r p l y  p o s i t i v e  i n  1978/79--became s t r o n g l y  n e g a t i v e ,  due mainly t o  a 
rundown i n  farm s t o c k s .  

I n  the  f i r s t  h a l f  of 1980/81 t h e  A u s t r a l i a n  economy expe r i enced  a s t r o n g  
up tu rn  d e s p i t e  a s h a r p  d e c l i n e  i n  farm ou tpu t .  Nonfarm p roduc t ion  r o s e  a t  

1 /  For a d e t a i l e d  d i s c u s s i o n  of developments  i n  t h e  ba l ance  of payments, 
see Chapter I V .  
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an  a n n u a l  r a t e  of 6 1 / 2  p e r  cent i n  rea l  terms and o v e r a l l  GDP by 4 112 per  
c e n t  (Tab le  l ) ,  w i t h  t h e  s t i m u l u s  from domes t i c  demand more than  o f f s e t t i n g ,  
t h e  impact  on growth from t h e  d e t e r i o r a t i o n  i n  n e t  e x p o r t s .  

a .  The components of domest ic  demand 

The slowdown i n  f i n a l  domes t i c  demand in 1979/80 a f f e c t e d  bo th  p r i v a t e  
and p u b l i c  spending.  I n  t h e  p r i v a t e  s e c t o r ,  consumption e x p e n d i t u r e  i n c r e a s e d  
by 2 1/4 p e r  c e n t  i n  1979/80,  s l i g h t l y  less t h a n  i n  1978179, and s i g n i f i c a n t l y  
below t h e  average  growth ra te  of 4 p e r  c e n t  d u r i n g  t h e  ten-year  pe r iod  t o  
1977/78. Consumer demand a c c e l e r a t e d  t o  a n  a n n u a l  ra te  of 3 per  c e n t  i n  t h e  
second h a l f  of l 979 /80 ,  i n  p a r t  as a r e s u l t  of t h e  t e r m i n a t i o n  of t h e  income 
t a x  s u r c h a r g e  e f f e c t i v e  December 1979,  and i n  p a r t  as a r e s u l t  of  t h e  i n c r e a s e  
i n  employment. However, household d i s p o s a b l e  income i n c r e a s e d  a t  a s lower  
pace i n  1979/80 t h a n  a yea r  e a r l i e r ,  r e f l e c t i n g  b o t h  a s h a r p  d e c l i n e  i n  t h e  
ra te  of growth of  farm incomes and a n  i n c r e a s e  i n  d i r e c t  tax payments ( T a b l e s  2 
and  3 ) .  As p e r s o n a l  consumption r o s e  a t  a f a s t e r  pace t h a n  income, t h e  per- 
s o n a l  s a v i n g s  r a t i o  d e c l i n e d  t o  around 13 p e r  c e n t  i n  1979/80 from abou t  1 4  p e r  
c e n t  i n  t h e  preceding  two y e a r s .  With s t r o n g  employment growth b o o s t i n g  bo th  
a g g r e g a t e  income and consumer c o n f i d e n c e ,  p r i v a t e  consumption e x p e n d i t u r e  r o s e  
a t  an  annua l  r a t e  of 4 1 / 4  p e r  c e n t  i n  r e a l  terms i n  t h e  f i r s t  h a l f  of 1980/81,  
and t h e r e  w a s  a f u r t h e r  d e c l i n e - - a l b e i t  s l i g h t - - i n  t h e  p e r s o n a l  s a v i n g s  r a t i o .  

P r i v a t e  inves tmen t  demand e x h i b i t e d  mixed t r e n d s .  Ass i s t ed  by a r e t u r n  
t o  more normal l e v e l s  of s t o c k s  of  unsold  u n i t s  and improved p r i c e  competi-  
t i v e n e s s  of new d w e l l i n g s  r e l a t i v e  t o  e s t a b l i s h e d  o n e s ,  o u t l a y s  on dwe l l ings  
r o s e  c o n s i d e r a b l y  more i n  1979/80 (10 1 / 2  p e r  c e n t )  t h a n  a y e a r  ear l ie r  
( 3 / 4  p e r  c e n t ) ;  t h e y  con t inued  t o  rise a t  an  annua l  ra te  of  9 1 / 4  p e r  c e n t  
i n  t h e  f i r s t  h a l f  of 1980/81. The r ise i n  t h e  number of d w e l l i n g s  approved 
and commenced i n  1979/80 and e a r l y  1980/81  (Tab le  4 )  may have a s s u r e d  a n o t h e r  
measurable--though s lower- - r i se  i n  b u i l d i n g  a c t i v i t y  i n  1980/81. On t h e  o t h e r  
hand,  t h e  volume of p r i v a t e  b u s i n e s s  g r o s s  f i x e d  c a p i t a l  e x p e n d i t u r e  (con- 
s t r u c t i o n  and equipment)  d e c l i n e d  by 4 p e r  c e n t  i n  1979/80, a f t e r  i n c r e a s i n g  
by 9 1 1 4  p e r  c e n t  i n  t h e  p r e v i o u s  y e a r .  Both o u t l a y s  on c o n s t r u c t i o n  and 
equipment d e c l i n e d  s h a r p l y  i n  t h e  f i r s t  h a l f  of t h e  year .  The phas ing  down 
of t h e  inves tment  a l lowance  from 40 per  c e n t  t o  20 pe r  c e n t  played a major 
r o l e  i n  t h i s  d e c l i n e .  In  t h e  second h a l f  of 1979/80, i nves tmen t  i n  cons t ruc -  
t i o n  rebounded s t r o n g l y  wh i l e  t h e  growth o f  e x p e n d i t u r e  on p l a n t  and equipment 
resumed growing,  n o t w i t h s t a n d i n g  t h e  u n c e r t a i n t i e s  r e g a r d i n g  t h e  world econo- 
m i c  ou t look .  A s  t h e  development of A u s t r a l i a ' s  r e s o u r c e s  and ene rgy- re l a t ed  
s e c t o r s  ga ined  momentum i n  t h e  f i r s t  h a l f  of 1980/81, b u s i n e s s  inves tment  
r o s e  a t  an  annua l  rate i n  e x c e s s  of 30 p e r  c e n t  i n  rea l  terms. 

The r e a l  r a t e  of growth of t o t a l  f i n a l  e x p e n d i t u r e  (consumption p l u s  
inves tmen t )  of t h e  Genera l  Government, which had approached 2 per  c e n t  i n  
1978/79,  f e l l  t o  3 / 4  p e r  c e n t  i n  1979/80,  11 b e f o r e  r i s i n g  a g a i n  t o  2 1 / 2  pe r  
c e n t  ( annua l  r a t e )  i n  t h e  f i r s t  h a l f  of 1930/81. The i n c r e a s e  i n  consumption 
e x p e n d i t u r e  more than  accounted  f o r  t h e  growth i n  t o t a l  p u b l i c  o u t l a y s  i n  
b o t h  1979/80 and t h e  f i r s t  h a l f  of 1980/81;  t h e  volume of inves tment  expen- 
d i t u r e  f e l l  by abou t  1 1 / 2  p e r  c e n t  i n  1979/80 and h a r d l y  i n c r e a s e d  i n  t h e  
f i r s t  h a l f  of 1980181. 

- 1/ For a d e t a i l e d  d i s c u s s i o n ,  see Chapter  11. 
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Con t ra ry  t o  t h e  p r e v i o u s  year ,  t h e  c o n t r i b u t i o n  of s t o c k b u i l d i n g  t o  
growth was n e g a t i v e  (by 1 1 / 2  pe rcen tage  p o i n t s )  i n  1979/80. The movement 
i n  s t o c k s  w a s  c l o s e l y  r e l a t e d  t o  developments i n  farm o u t p u t  and e x p o r t s .  
I n  t h e  f i r s t  h a l f  of 1979/80, a rundown i n  farm s t o c k s  a s s o c i a t e d  w i t h  t h e  
shipment of t h e  p r e v i o u s  y e a r ' s  r e c o r d  r u r a l  ou tpu t  was more than  o f f s e t  by 
a n  accumula t ion  of nonfarm s t o c k s .  The l a t t e r  r e f l e c t e d  i n  p a r t  un in t ended  
s t o c k b u i l d i n g  (e.g. ,  t h e  b u i l d u p  of  motor v e h i c l e  s t o c k s )  and i n  p a r t  a pre- 
c a u t i o n a r y  accumulat ion of pe t ro l eum-re l a t ed  s t o c k s .  I n  t h e  second h a l f  of 
1979/80, nonfarm s t o c k s  showed on ly  a s m a l l  i n c r e a s e ,  t o  some e x t e n t  r e f l e c t i n g  
t h e  e f f e c t s  of i n d u s t r i a l  d i s p u t e s  on o u t p u t ,  p a r t i c u l a r l y  i n  t h e  c o a l  indus-  
t r y ;  t h e y  seem t o  have been a l l  but completely r e b u i l t  i n  t h e  f i r s t  h a l f  of 
1980/81. 

b. Savings and inves tmen t  

A u s t r a l i a  h a s  t r a d i t i o n a l l y  maintained a moderate l e v e l  of n a t i o n a l  
s a v i n g s  L/ by i n t e r n a t i o n a l  s t a n d a r d s ,  as i n d i c a t e d  below: 

Japan 
Swi tze r l and  
Germany 
Au s t r a1 i a 
United Kingdom 
United S t a t e s  
Swe d cn 

1965 

33.6 
28.8 
28.6 
26.0 
18.9 
20.7 
25.8 

Calendar  y e a r s  
1975 1978 

32.6 32.5 
25.9 24.2 
23.3 24.6 
24.9 20.2 
16.2 19.9 
17.2 18.8 
23.1 18.1 

1979 

31.8 
23.2 
25.4 
21.7 
19.3 
18.8 
17.9 

Domestic s a v i n g s  i n  A u s t r a l i a  were e q u i v a l e n t  t o  2 1  p e r  c e n t  of GDP i n  
1979/80, s l . i g h t l y  h i g h e r  t h a n  i n  t h e  p reced ing  yea r .  During t h e  1970s they  
averaged about  23 p e r  c e n t  o f  GDP, somewhat below t h e  f i g u r e  of 25 p e r  c e n t  
r eco rded  i n  t h e  p r e v i o u s  decade. I n  t h e  p e r i o d  1960/61-1979/80, o v e r s e a s  
s a v i n g s  i n v e s t e d  i n  A u s t r a l i a  were e q u i v a l e n t  t o  about  2 p e r  c e n t  of GDP. 
The s h a r e  of t o t a l  c a p i t a l  e x p e n d i t u r e  f inanced  by domes t i c  s a v i n g s  r o s e  
from 88 p e r  c e n t  i n  t h e  1960s t o  93 p e r  c e n t  i n  t h e  1970s,  a r e f l e c t i o n  of 
t h e  slowdown i n  t h e  r ea l  ra te  of growth of inves tmen t  from 6 p e r  c e n t  t o  
1 p e r  cen t .  

An examina t ion  of t h e  major  components of domes t i c  s a v i n g s  r e v e a l s  t h a t  
d e p r e c i a t i o n  a l l o w a n c e s ,  a f t e r  d e c l i n i n g  i n  r e l a t i v e  importance i n  t h e  early 
1970s,  e x h i b i t e d  some recove ry  i n  the l a t t e r  p a r t  of t h e  decade. U n d i s t r i -  
buted company income d i s p l a y e d  a similar b u t  less marked t r e n d ,  r e f l e c t i n g  

- 1/ GDP - ( P r i v a t e  consumption + p u b l i c  consumption) 
GDP x 100,  

a s  shown i n  ITIF, I n t e r n a t i o n a l  F i n a n c i a l  S t a t i s t i c s .  
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changes i n  c o r p o r a t e  p r o f i t a b i l i t y  a s s o c i a t e d  w i t h  developments  i n  wage and 
o t h e r  c o s t s .  The o t h e r  impor t an t  development t h a t  t h e  t a b l e  below 11 i l l u s -  
t r a t e s  i s  t h e  enhanced r o l e  of household s a v i n g s  as  a source  cf funds :  

1979 180 1968169 1973174 1978179 1979180 
I n  m i l l i o n s  Pe rcen t  age  

o f  $A d i s  t r i b u t  ion 

D e p r e c i a t i o n  
a1 1 owances 

U n d i s t r i b u t e d  
company income 

Household s a v i n g s  
Genera l  government 

s a v i n g s  

T o t a l  domest ic  

In p e r  c e n t  of GDP 
s av ings  

7,543 34.9 26.5 33.2 31 .l 

2,707 16.2 10.4 10.0 11.2 
10,553 24.3 41.6 48.7 43.5 

3 ,441  24.6 21.5 8.1 14.2 

24,244 100.0 100.0 100.0 100.0 
21.3 26.1 25.8 20.6 21.3 

The household s e c t o r  gene ra t ed  l a r g e  s u r p l u s e s  i n  t h e  pe r iod  1974175- 
1978/79,  which were n e a r l y  a l l  absorbed  by i n c r e a s e d  government borrowing 
requi rements .  Though t h e  Commonwealth Government has  reduced i t s  o v e r a l l  
budget d e f i c i t  s i n c e  1975176 ( f rom 5 p e r  c e n t  of  GDP t o  1 3 / 4  p e r  c e n t  i n  
1979/80) ,  t h e  growth i n  s t a t e  and l o c a l  government o u t l a y s  and borrowing h a s  
con t inued .  The t a b l e  below 21 f u r t h e r  i l l u s t r a t e s  that c o r p o r a t e  t r a d i n g  
e n t e r p r i s e s  have t r a d i t i o n a l l y  been n e t  bo r rowers ,  though t h e y  have  normal ly  
f inanced  a l a r g e  p a r t  ( abou t  65 pe r  c e n t  i n  t h e  t e n  y e a r s  t o  June 1979)  of 
t h e i r  c a p i t a l  o u t l a y s  from i n t e r n a l  s o u r c e s :  

F i n a n c i a l  Flows 31 
1959/60- 1964/65- 1969170- 1974/75- 
1963164 1968169 1973174 197 8/7 9 

( I n  m i l l i o n s  of A u s t r a l i a n  d o l l a r s )  

House ho 1 d s 1 , 536 1 , 395 8,417 26,444 
Corpora te  t r a d i n g  

e n t e r p r i s e s  -2,051 -3,020 -3 , 103  -6,234 

Government -2,488 -2,922 -2 , 671 -20,191 
Fore ign  s e c t o r  1 ,720  3,630 7 90 7,252 
E r r o r s  and omiss ions  1 7  6 974 -2,179 -3,801 

F i n a n c i a l  e n t e r p r i s e s  -93 -57 -1,254 -3,470 

The ove r seas  s e c t o r  has  i n c r e a s e d  i n  impor tance  i n  t h e  most r e c e n t  p e r i o d ,  
w i t h  t h e  i n c r e a s e  i n  t h e  s e c t o r ’ s  s u r p l u s  c o i n c i d i n g  w i t h  t h e  i n c r e a s e d  
demand f o r  funds  by f i n a n c i a l  and c o r p o r a t e  t r a d i n g  e n t e r p r i s e s .  

1f Source: A u s t r a l i a n  Bureau of S t a t i s t i c s ,  Q u a r t e r l y  Estimates of 

21  Source: Reserve Bank of A u s t r a l i a ,  A u s t r a l i a n  Economic S t a t i s t i c s ,  
Na t iona l  Income and Expend i tu re .  

Occas iona l  PaDer .  No. 8A. 
- 3/  F i n a n c i a l  s u r p l u s  (+) o r  d e f i c i t  (-). 
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c. o u t p u t  

A f t e r  r i s i n g  by 33 114  p e r  c e n t  i n  1978,'79, t h e  volume of g r o s s  farm 
o u t p u t  d e c l i n e d  by 9 p e r  c e n t  i n  1979180. I J h ~ i t  and c o a r s e  g r a i n  p roduc t ion  
f e l l  by a n  e s t i m a t e d  11 p e r  c e n t  and 13  p e r  c m t ,  r e s p e c t i v e l y ,  b u t  o u t p u t  
of b o t h  items was w e l l  up by comparison with normal La tpu t  l e v e l s .  The 
o t h e r  ma jo r  c o n t r i b u t i o n  t o  t h e  downturn was a s i z a b l e  c o n t r a c t i o n  i n  beef  
s l a u g h t e r i n g s ,  r e f l e c t i n g  t h e  d e p l e t i o n  of s t o z k s  occas ioned  by h igh  world 
prices i n  p rev ious  yea r s .  Beef and v e a l  p roduc t ion  d e c l i n e d  by abour  2; p e r  
c e n t  i n  1979180, and a f u r t h e r  f a l l  h a s  been a p p a r e 2 t  i n  t h e  f i r s t  l l u l i  of 
1980181. The p r o s p e c t s  f o r  1980181 have been clondcd by inadequa te  r,?:-ni,lL 
d u r i n g  t h e  growing s e a s o n ,  which h a s  a f f e c t e d  1 A r t i c u l a r l y  w i n t e r  gra iDs  7n.l 
o i l s e e d s .  Farm ou tpu t  i s  expec ted  t o  underg:, 3 f u r t l . d r  s i g n i f i c a q t  c:ntr-.c 

of  r u r a l  p r o d u c t s  modera t ing  a f t e r  two p r o p i t i o u s  y e a r s  ( T e 5 l e  ?I, a 2 ~ - -  - -L - n ~  
i n  t h e  r a t e  of growth i n  r u r a l  income i s  i n  p r o s p e c t ,  a l t h o u g h  incorn.-, c t c  
ave rage  a r e  l i k e l y  t o  remain a t  h i s t o r i c a l l y  h i g h  l e v e l s .  

t i o n  and e x p o r t  volumes a r e  a l s o  l i k e l y  t o  d e c l i n e .  W i t ' i  iccreases i n  ' I >  9 

Output i n  t he  nonfarm s e c t o r  i n c r e a s e d  by 3 1 / 4  p e r  c e n t  i n  1979180, a s  
a l r e a d y  ment ioned ,  i t s  r a t e  of  growth d e c e l e r a t i n g  s i g n i f i c a n t l y  between t h e  
f i r s t  and second h a l v e s .  The slowdobn a p p e a r s  t o  have been p a r t i c u l a r l y  
pronounced i n  t h e  p roduc t ion  of d u r a b l e  goods b u t  was e v i d e n t  a l s o  f o r  f u e l  
and power. 

E s t i c i a t e s  of  hour ly  p r o d u c t i v i t y  g-owrh C i i  t '  t- Tonfarm s e c t o r  sugges t  
t h a t  i n  the pe r iod  1974175-1976177 r e l a t i v e l y  s tr0r.g g a i n s  i n  p r o d u c t i v i t y  
were a c h i e v e d ,  r e f l e c t i n g  i n  p a r t  s u b s t i t u t i o n  of c a p i t  i t o r  l a b o r  i n  r e sponse  
t o  h igh  r e l a t i v e  l a b o r  c o s t s .  The a v a i l a b l e  eviden5c ur,gests a s i g n i f i c a n t  
e a s i n g  i n  l a b o r  p r o d u c t i v i t y  i n  r e c e n t  yea r s .  F l z n ~ ~  red  l a b o r  p r o d u c t i v i t y  
growth slowed from 3 314 p e r  c e n t  p e r  annum over  t '  : p t i i o d  1974175-1976177 
t o  l i t t l e  more t h a n  1 p e r  c e n t  pe r  annum ove r  the t h r e e  y e a r s  t o  1979180, 
r e f l e c t i n g  i n  p a r t  t h e  e f f e c t s  of a r e l a t i v e l y  IGn,, i t r i o d  of s low o u t p u t  
and inves tment  growth.  The p r o d u c t i v i t y  performancb r proved somewhat i n  
1979180, i t s  growth r e a c h i n g  2 1 1 2  p e r  c e n t ,  on t h e  sas i s  of p re l imindry  
c a l c u l a t i o n s .  

3 .  Labor market 

The pickup i n  nonfarm ou tpu t  s i n c e  mid-1979 has  been accompanied by a n  
a p p r e c i a b l e  improvement i n  l a b o r  market  c o n d i t i o n s .  According t o  l a b o r  f o r c e  
su rvey  es t imates ,  employment h a s  grown s t r o n g l y ,  t h e  p a r t i c i p a t i o n  r a t e  (which 
had l e v e l e d  o u t  f o r  s e v e r a l  y e a r s )  h a s  i n c r e a s e d ,  and t h e  r a t e  of  unemploy=nr!t 
h a s  d e c l i n e d  s l i g h t l y  (Tab le  5 and Char t  2 ) .  T o t a l  employment r o s e  on  av?r?ge  
by 2 114 pe r  c e n t  i n  1979/80--a f a s t e r  r a t e  of growth t h a n  i n  any yea r  s ince  
1973/74--and by 2 314 p e r  c e n t  i n  t h e  c o u r s e  of t he  y e a r .  While the a v e r r g e  
i n c r e a s e  i n  employment i n  1979/80 ( a round  2 1 / 2  p e r  c e n t )  was f a i r l y  evenly' 
spread  between self-employed and wage e a r n e r s ,  i t  w a s  much h i g h e r  f o r  f ema les  
( 3  1 / 4  ,xr c e n t )  t h a n  f o r  males (1 314  p e r  c e n t ) ,  and somewhat g r e a t e r  f o r  
p e o p l e  working pa r t - t ime  ( 3  314 p e r  c e n t )  t h a n  f o r  f u l l - t i m e  emp1oyre:s 
(2 1 / 4  p e r  c e n t ) .  
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The survey d a t a  a l s o  show t h a t  employment growth s i n c e  mid-1979 h a s  
been predominantly c o n c e n t r a t e d  i n  service s e c t o r  a c t i v i t i e s ,  A/ which f a v o r  
female employment. Employment i n  t h e  c o n s t r u c t i o n  i n d u s t r y  grew s i g n i f i -  
c a n t l y  i n  1979/80, owing t o  t h e  pickup in h o u s e b u i l d i n g ,  whi le  t h e  work 
f o r c e  i n  manufacturing--which had grown q u i t e  s t r o n g l y  i n  1978179--increased 
o n l y  s l i g h t l y  (by 0.7 p e r  c e n t  d u r i n g  t h e  y e a r  t o  November 1980).  

Employment growth, a l t h o u g h  e a s i n g  a l i t t l e  i n  t h e  l a s t  q u a r t e r  of 1980 
and ,  i n  ear ly  1981, h a s  remained s t r o n g .  The number of people  employed i n  t h e  
f i r s t  h a l f  of 1980/81 was n e a r l y  3 p e r  c e n t  h i g h e r  t h a n  a y e a r  earl ier,  w i t h  
female employment growing by 5 per  c e n t  and male employment by o n l y  1 3 / 4  per  
c e n t .  Par t - t ime employment 2/ a l s o  grew a t  a f a s t e r  pace than  f u l l - t i m e  
employment. Data f o r  t h e  t h r e e  months t o  February 1981 show t h a t  year-on-year 
employment i n c r e a s e d  by 2 1 / 2  p e r  c e n t .  The improvement i n  t h e  l a b o r  market 
h a s  begun t o  show up i n  u n f i l l e d  j o b  v a c a n c i e s  (35,000 i n  February 1981 
v e r s u s  21,300 a y e a r  e a r l i e r )  and some s k i l l  s h o r t a g e s  have begun t o  develop. 
While r e g i o n a l  imbalances and t h e  s t r u c t u r e  of wage ra tes  may have impeded 
t h e  matching of v a c a n c i e s  w i t h  s k i l l e d  workers ,  country-wide t h e r e  i s  s t i l l  
an  e x c e s s  of unemployed q u a l i f i e d  t radesmen over  v a c a n c i e s  i n  many t r a d e s .  
I n  a d d i t i o n ,  t h e  growth of new i n d e n t u r e s  and s k i l l e d  immigration i n  1979/80 
was s t r o n g  r e l a t i v e  t o  prev ious  years,  21 and many tradesmen are s t i l l  
employed i n  o t h e r  s k i l l e d  o r  s e m i s k i l l e d  p o s i t i o n s ,  a s  a r e s u l t  of r e l a t i v e l y  
low wages i n  many s k i l l e d  t r a d e s .  

According t o  l a b o r  f o r c e  s u r v e y s ,  unemployment has  hovered around 400,000 
i n  r e c e n t  years, w i t h  about  8 5  per  c e n t  s e e k i n g  f u l l - t i m e  employment. How- 
e v e r ,  t h e  unemployment r a t e  h a s  d e c l i n e d  from a n  average  of 6.3 p e r  c e n t  of 
t h e  t o t a l  l a b o r  f o r c e  i n  1978179 t o  6.1 p e r  c e n t  i n  1979/80, and t o  6 per  
c e n t  i n  t h e  f i r s t  e i g h t  months of 1980/81. While t h e  male unemployment ra te  
f e l l ,  t h e  female unemployment r a t e  i n c r e a s e d  i n  1979/80 (Table  5 ) ,  a l though 
i t  has  d e c l i n e d  s i n c e .  This  r e f l e c t s  changes i n  female p a r t i c i p a t i o n  rates 
which g e n e r a l l y  move w i t h  t h e  s t a t e  of t h e  l a b o r  market t o  a g r e a t e r  e x t e n t  
t h a n  male p a r t i c i p a t i o n .  

1/ A r e c e n t  r e p o r t  by t h e  Bureau of I n d u s t r y  Economics shows t h a t  t h e  
s e r v i c e  s e c t o r  accounted f o r  v i r t u a l l y  a l l  (99.6 p e r  c e n t )  of t h e  n e t  
i n c r e a s e  i n  employment s i n c e  1964/65. The s e r v i c e  s e c t o r  employs 71.3 per  
c e n t  of t h e  l a b o r  f o r c e  a t  p r e s e n t ,  compared w i t h  62.8 p e r  c e n t  i n  1964/65. 

2 1  The number of people  working par t - t ime i n c r e a s e d  from 16 per c e n t  of 
t o t a l  employment a t  t h e  end of 1978 t o  1 6  112 p e r  c e n t  a t  t h e  end of 1979, 
and t o  16  3 /4  p e r  c e n t  a t  t h e  end of 1980. 

3 /  The g r o s s  migrant  i n t a k e  of 81,300 w a s  11 per  c e n t  h i g h e r  than  i n  
1978/79; a n o t h e r  i n c r e a s e  of 30  p e r  c e n t  is l i k e l y  i n  1980/81, i n  p a r t  
r e f l e c t i n g  measures t a k e n  t o  i n c r e a s e  t h e  immigrat ion of s k i l l e d  l a b o r .  
Estimates by t h e  I n s t i t u t e  of Applied Economic and S o c i a l  Research do n o t  
i n d i c a t e  l a r g e  impending s h o r t a g e s  of s k i l l e d  l a b o r .  Never the less ,  t h e  
a u t h o r i t i e s  a r e  aware t h a t  s h o r t a g e s  may develop  i n  t h e  medium term and t h a t  
p o l i c y  a d j u s t m e n t s  are r e q u i r e d .  E f f o r t s  have been made t o  i n c r e a s e  aware- 
n e s s  of t h e  need f o r  a reform of t h e  a p p r e n t i c e s h i p  system. 
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I n  common w i t h  a number of o t h e r  c o u n t r i e s ,  A u s t r a l i a  h a s  a subs t an -  
t i a l l y  h i g h e r  ra te  of unemployment among youths  than  a d u l t s .  The gap h a s  
widened a p p r e c i a b l y  i n  r e c e n t  years, w i t h  t h e  unemployment ra te  i n  t h e  15-19 
age group r i s i n g  from abou t  7 p e r  c e n t  i n  1974 t o  about  17  p e r  c e n t  i n  1980. 
A v a r i e t y  of f a c t o r s  have been adduced t o  e x p l a i n  t h i s  development,  i n c l u d i n g  
s h a r p  i n c r e a s e s  i n  t h e  minimum wage and t h e  f a i l u r e  of A u s t r a l i a ' s  appren-  
t i c e s h i p  system t o  supply t h e  q u a n t i t y  of s k i l l e d  tradesmen demanded by 
employers.  Reduced p r o f i t a b i l i t y ,  s l u g g i s h  economic growth,  and t h e  i n c r e a s e  
i n  wages paid t o  a p p r e n t i c e s  have lowered employers '  w i l l i n g n e s s  t o  t r a i n  
young peop le ,  while  t h e  i n c r e a s e  i n  unemployment b e n e f i t s  11 may have lowered 
t h e  w i l l i n g n e s s  of  some you ths  t o  p a r t i c i p a t e  i n  t r a i n i n g  programs. 

The d u r a t i o n  of unemployment h a s  i n c r e a s e d  s i g n i f i c a n t l y  i n  r e c e n t  years; 
t h e  mean d u r a t i o n  w a s  abou t  30 weeks i n  l a t e  1979 and 34  weeks a y e a r  l a t e r ;  
t h e  median d u r a t i o n  remained s t e a d y  a t  between 16 and 1 7  weeks. Over t h e  
y e a r s  t h e r e  h a s  been a c o n s i d e r a b l e  i n c r e a s e  i n  t h e  p r o p o r t i o n  of unemployed 
who r e c e i v e  unemployment b e n e f i t s .  In  t h e  decade b e f o r e  1974, on a v e r a g e ,  
about  20 p e r  c e n t  of t h e  unemployed r e c e i v e d  such b e n e f i t s ;  s i n c e  1978 t h a t  
p r o p o r t i o n  h a s  been i n  e x c e s s  of 70 p e r  c e n t .  

4. Incomes and p r i c e s  

a.  Incomes 

After f o u r  years of c o n s e c u t i v e  d e c l i n e s ,  t h e  ra te  of growth i n  wage 
ra tes  and e a r n i n g s  a c c e l e r a t e d  i n  1979180. Average weekly e a r n i n g s  f o r  males 
i n c r e a s e d  by 9 314 p e r  c e n t  on ave rage  i n  1979180--2 f u l l  p e r c e n t a g e  p o i n t s  
more t h a n  i n  t h e  p rev ious  year (Tab le  6 and Chart  3 ) .  Although t h e  A r b i t r a -  
t i o n  Commission cont inued t o  a p p l y  l e s s  t h a n  f u l l  i n d e x a t i o n  i n  g r a n t i n g  
n a t i o n a l  wage i n c r e a s e s  (Tab le  7 ) ,  a s u b s t a n t i a l  p r o p o r t i o n  of  t h e  work f o r c e  
a l s o  r ece ived  h ighe r  compensation on accoun t  of  a s s e s s e d  i n c r e a s e s  i n  "work 
va lue . "  On t h e  whole, ave rage  male awards i n c r e a s e d  by 8 314 p e r  c e n t  i n  
1979180. The s i g n i f i c a n t l y  f a s t e r  r i s e  of  ave rage  weekly e a r n i n g s  t h a n  
ave rage  awards would sugges t  t h a t  e a r n i n g s  d r i f t  a n d / o r  i n c r e a s e d  ove r t ime  
have been of some s i g n i f i c a n c e  s i n c e  mid-1978. - 2 1  T h i s  h a s  c o i n c i d e d  w i t h  a 
s h a r p  i n c r e a s e  i n  i n d u s t r i a l  d i s p u t e s ,  as w e l l  a s  i n  working days  l o s t  ( t h e  
ave rage  f o r  1979-80 w a s  a lmos t  d o u b l e  t h a t  of t h e  p r e v i o u s  two years ) .  Both 
e a r n i n g s  and wage awards have i n c r e a s e d  a t  a fas te r  pace i n  r e c e n t  months: 
t h e  former,  by 1 4  p e r  c e n t  over  t h e  y e a r  t o  t h e  second q u a r t e r  of 1980181, 
and wage awards by 11 p e r  c e n t  f o r  males and 12 1 1 2  p e r  c e n t  f o r  f ema les .  

11 Beginning i n  1972, unemployment b e n e f i t s  f o r  t e e n a g e r s  i n c r e a s e d  sub- 
s t a n t i a l l y ,  w i t h  a l a r g e  jump i n  1973 when t h e y  were al lowed t h e  same bene- 
f i t s  a s  s i n g l e  a d u l t s .  S ince  1975 b e n e f i t s  f o r  16-17 y e a r  o l d s  have been h e l d  
c o n s t a n t  i n  d o l l a r  terms, w h i l e  t h o s e  f o r  18-20 y e a r  o l d s  have i n c r e a s e d  
s l i g h t l y  inmoney  terms. N e v e r t h e l e s s ,  o v e r  t h e  decade t o  June 1979, t h e  r ea l  
v a l u e  of t h e  b e n e f i t s  paid t o  16 t o  1 7  y e a r  o l d s  r o s e  by 309 p e r  c e n t .  

21 Assessments i n  t h e s e  areas must be  guarded. The index  of award wage 
ra tes  does no t  cove r  a s i g n i f i c a n t  p r o p o r t i o n  of employees covered by t h e  
e a r n i n g s  s e r i e s .  Also,  t h o s e  award rates of pay which are i n c l u d e d  i n  t h e  
index are weighted a c c o r d i n g  t o  t h e  p a t t e r n  of employment p r e v a i l i n g  i n  1954. 
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I n c r e a s e s  i n  ave rage  real  l a b o r  c o s t s  i n  t h e  nonfarm s e c t o r  have been 
r e l a t i v e l y  small s i n c e  1976/77. Gains i n  p r o d u c t i v i t y  a l s o  a p p e a r  t o  have 
been modest i n  t h e  more r e c e n t  p e r i o d ,  b u t  t h e r e  h a s  been a f u r t h e r  moderate  
d e c l i n e  i n  r ea l  u n i t  l a b o r  c o s t s ,  and t h u s  i n  t h e  "real  wage overhang" up t o  
1979/80 (Tab le  8 ) .  Gross t r a d i n g  p r o f i t s  of companies have improved o v e r  
t h i s  same p e r i o d ,  though t h e i r  s h a r e  of nonfarm GDP (amounting t o  34 1 / 4  p e r  
c e n t  i n  1979/80) was s t i l l  some 2 p e r c e n t a g e  p o i n t s  lower t h a n  i n  1972/73 
( C h a r t  4 ) .  The p r o f i t  s h a r e  e x h i b i t s  g r e a t e r  improvement i n  a f t e r - t a x  terms. 

The l a s t  n a t i o n a l  wage h e a r i n g  by t h e  A u s t r a l i a n  C o n c i l i a t i o n  and 
A r b i t r a t i o n  Commission (ACAC) under t h e  p r i n c i p l e s  set up i n  1978 1/ took 
p l a c e  i n  Janua ry  1981, when t h e  Commission dec ided  t o  t a k e  a f r e s h  Took a t  
t h e  wage-fixing arrangements .  The ensu ing  wage award amounted t o  3.7 pe r  
c e n t  and r e p r e s e n t e d  a d i s c o u n t i n g  of 1 p e r c e n t a g e  p o i n t  from t h e  cumula t ive  
i n c r e a s e  i n  t h e  consumer price index  i n  t h e  June and September 1980 q u a r t e r s ,  
t o  t ake  i n t o  accoun t  t h e  d i r e c t  and i n d i r e c t  e f f e c t s  of o i l  p r i c e  i n c r e a s e s .  
ACAC began i t s  i n q u i r y  i n t o  t h e  Wage F i x a t i o n  P r i n c i p l e s  i n  Janua ry  1981 and 
dec ided  i n  e a r l y  A p r i l  t o  m a i n t a i n  t h e  c e n t r a l i z e d  wage-fixing sys t em,  b u t  
t o  change wage-awarding p rocedures .  Hence fo r th ,  ACAC w i l l  hold two wage 
h e a r i n g s  p e r  y e a r ,  t h e  f i r s t  i n  e a r l y  Nay which w i l l  p a s s  on 80 p e r  c e n t  of 
t h e  r ise  i n  t h e  consumer price index  i n  t h e  December and Narch q u a r t e r s .  A t  
t h e  second h e a r i n g  t h e  remaining 20 p e r  c e n t ,  a s  w e l l  as i n c r e a s e s  i n  t h e  
consumer p r i c e  index  i n  t h e  June and September q u a r t e r s ,  w i l l  be c o n s i d e r e d .  
I n  e f f e c t ,  h a l f - y e a r l y  p a r t i a l  i n d e x a t i o n  d e c i s i o n s  of about  8 0  p e r  c e n t  
have been t h e  norm f o r  t h e  p r e v i o u s  f o u r  n a t i o n a l  wage cases, a s  a l r e a d y  
mentioned. The main i n n o v a t i o n  i s  t h a t  p r o d u c t i v i t y  movements--which pre- 
v i o u s l y  were s p e c i f i c a l l y  excluded from c o n s i d e r a t i o n  i n  n a t i o n a l  wage 
cases--as w e l l  as changes i n  work c o n d i t i o n s  ( i n c l u d i n g  working h o u r s )  21 
w i l l  be  c o n s i d e r e d  i n  t h e  second and f i n a l  review.  

- 

5. Price developments 

I n  common w i t h  o t h e r  c o u n t r i e s ,  A u s t r a l i a  expe r i enced  a n  a c c e l e r a t i o n  i n  
t h e  ra te  of i n f l a t i o n  d u r i n g  1979/80. However, p r i c e  i n c r e a s e s  i n  A u s t r a l i a  
were c o n s i s t e n t l y  below t h e  i n d u s t r i a l  c o u n t r i e s '  a v e r a g e ,  a remarkable  
r e v e r s a l  from t h e  e x p e r i e n c e  i n  t h e  p r e v i o u s  s e v e r a l  y e a r s .  The d i f f e r e n t i a l  
i n  f a v o r  of A u s t r a l i a ,  which was small i n i t i a l l y ,  i n c r e a s e d  t o  abou t  2 per- 
c e n t a g e  p o i n t s  by l a t e  1980, bu t  h a s  s i n c e  been reduced ( C h a r t  3 ) .  On 
a v e r a g e ,  consumer p r i c e s  i n  A u s t r a l i a  r o s e  by 10 1 / 4  p e r  c e n t  i n  1979/80, 
compared w i t h  8 1 / 4  p e r  c e n t  i n  1978/79 (Tab le  9 ) .  The a c c e l e r a t i o n  i n  
p r i c e  i n f l a t i o n  i n  1979/80 r e f l e c t e d  p r i m a r i l y  t h e  e f f e c t s  of t h e  i n c r e a s e  
i n  t h e  i n t e r n a t i o n a l  p r i c e  of  o i l  (which added d i r e c t l y  some 1 1 / 2  pe rcen tage  
p o i n t s  t o  t h e  year-on-year i n c r e a s e )  and commodity p r i c e s  g e n e r a l l y .  I n  
o r d e r  t o  encourage o i l  c o n s e r v a t i o n  and t h e  development of domes t i c  energy 

1/ A d e t a i l e d  d e s c r i p t i o n  of  t h e  wage d e t e r m i n a t i o n  p r o c e s s  i s  c o n t a i n e d  

2 /  Ploves t o  reduce t h e  workweek t o  35 h o u r s  g e n e r a l l y  have been approved 
in-the Appendix i n  SM/80/7 ( 1 / 1 1 / 8 0 ) .  

byACAC o n l y  i n  few i n s t a n c e s .  
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s o u r c e s ,  t h e  Government cont inued  i t s  p o l i c y  of having domest ic  c rude  o i l  
p r i c e d  t o  consumers a t  f u l l  import  p a r i t y .  There were, i n  a d d i t i o n ,  i n d i r e c t  
and flow-on e f fec ts  from developments i n  1978/79. - 1/ 

O f f i c i a l  estimates of t h e s e  e f f ec t s  on t h e  consumer p r i c e  index are 
g i v e n  below: 

Consumer Price Index  2-/ 
Adjusted Unadjusted 

1977178 
1978/79 
1979/80 

1978/79 F i r s t  h a l f  
Second h a l f  

1979/80 Firs t  h a l f  
Second h a l f  

1980/81 F i r s t  h a l f  

8.3 9.5 
6.5 8.2 
7.3 10.2 

6.5 8.4 
6.1 8.6 

7.3 10.7 
8.4 10.6 

9.2 8.9 

The a d j u s t e d  index ,  which exc ludes  t h e  i n f l u e n c e  of t h e  p r i c e s  of food,  
p e t r o l ,  and h e a l t h  s e r v i c e s  as  w e l l  as i n d i r e c t  t a x e s ,  g i v e s  some i n d i c a t i o n  
of t h e  under ly ing  r a t e  of i n f l a t i o n .  I n  c o n t r a s t  with t h e  o v e r a l l  index ,  
t h e  a d j u s t e d  index h a s  cont inued t o  b e  on a n  upward t r e n d  i n  e a r l y  1980/81, 
r e f l e c t i n g  t h e  flow-on e f f e c t  e s p e c i a l l y  on wages v i a  t h e  i n d e x a t i o n  process .  

The year-on-year rate of growth of t h e  o v e r a l l  index ( n o t  s e a s o n a l l y  
a d j u s t e d )  d e c e l e r a t e d  i n  t h e  f i r s t  h a l f  of 1980/81, and i n  t h e  December 1980 
q u a r t e r  i t  d e c l i n e d  t o  9 l / 4  p e r  c e n t .  This  development r e f l e c t e d  l a r g e l y  
t h e  d i s c o u n t i n g  of p e t r o l ,  which l e d  t o  a small f a l l  i n  p e t r o l  p r i c e s  i n  t h e  
second h a l f  of 1980, d e s p i t e  a f u r t h e r  i n c r e a s e  i n  import  p a r i t y  p r i c e s .  A 
f a l l  of meat p r i c e s  was a l s o  a c o n t r i b u t i n g  f a c t o r .  Both t h e s e  i n f l u e n c e s  
proved t o  be t r a n s i e n t ,  however. A s  of January  1981 t h e  import  p a r i t y  
p r i c e  f o r  o i l  was r a i s e d ;  wage i n c r e a s e s  a c c e l e r a t e d ;  and f i n a l l y ,  improved 
s e a s o n a l  c o n d i t i o n s  reduced s l a u g h t e r i n g  and hence r e s u l t e d  i n  i n c r e a s e d  
meat p r i c e s .  Wage i n c r e a s e s  have a c c e l e r a t e d .  By c o n t r a s t ,  depressed world 
c o n d i t i o n s  cont inued  t o  put  downward p r e s s u r e  on t h e  p r i c e  of primary commodi- 
t i e s  and manufactured impor ts ,  and t h e  A u s t r a l i a n  d o l l a r  cont inued t o  appre-  
c i a t ,  a i l d l y  it. e f f e c t i v e  terms. On b a l a n c e ,  t h e  year-on-year i n c r e a s e  i n  
consumer prices a c c e l e r a t e d  s l i g h t l y  t o  9 1 / 2  per  c e n t  i n  t h e  f i r s t  q u a r t e r  
of 1981. 

1/ Aside from the increase i n  o i l  and meat p r i c e s ,  i n f l a t i o n a r y  p r e s s u r e s  
weTe f u r t h e r  f u e l e d  by i n d i r e c t  t a x  i n c r e a s e s  and changes i n  h e a l t h  care 
arrangements ,  which had t h e  e f f e c t  of pushing  up t h e  consumer p r i c e  index.  
- 2/ Hal f -year ly  changes a t  a n n u a l  rates, s e a s o n a l l y  a d j u s t e d .  
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Table 4. Australia: Indicators of Housing Construction - 11 

Private Investment 
in Dwellings at 

Approved Commenced Completed 1974175 Prices 
Number of New Private Dwellings 

19741 75 
1975176 
1975177 
1977178 
1978179 
1979180 

19781 79 
September quarter 
December quarter 
March quarter 
June quarter 

19 7 91 80 
September quarter 
December quarter 
March quarter 
June quarter 

1980181 
September quarter 
December quarter 

(Thousands of units) 

101.5 99.1 125.7 
134.2 123.8 112.3 
127.3 126.4 129.6 
110.8 105.5 114.3 
117.8 109.6 105.6 
134.8 122.5 119.1 

27.2 25.1 25.5 
29.6 26.5 26.8 
29.9 29.4 26.6 
31.5 28.7 26.7 

32.2 28.9 28.8 
32.3 31.3 29.8 
34.7 32.3 30.2 
35.8 30.1 30.3 

35.7 ... ... 
36.8 ... ... 

(Per cent change over 
preceding period) 

-22.9 
13.4 
12.0 
-9.2 
0.8 
10.7 

-14.7 
20.0 
16.5 
15.2 

5.5 
17.4 
-1.0 
4.1 

13.7 
5.5 

Sources: Australian Bureau of Statistics, Building Approvals, Australia and 
Quarterly Estimates of National Income and Expenditure. 

11 Quarterly data are seasonally adjusted; quarterly changes are seasonally 
adjusted at annual rates. 
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Table 6. Australia: Changes in Weekly Earnings and 
Average Male Awards 

(Percentage changes from previous year) 

Average Wee ly Contribution to Change 
Earnings - 17 Average in Average Male Awards 

Ordinary Male National 
time - -  2/31 Total - 31 Awards - 21 wage cases Other 

1976177 
1977178 
1978179 
1979180 

12.4 12.4 13.0 12.8 
9.8 9.9 9.3 9.3 
7.7 7.7 6.4 - 41 5.6 
9.5 9.9 8.7 7.5 

1978179 June qtr. 6.8 6.9 6.9 4-1 5.7 

0.2 
0.1 
0.7 - 41 
1.2 

1.1 - 41 

1979180 Sept. qtr. 7.9 8.2 8.6 - 41 7.9 0.7 - 41 
Dec. qtr. 9.4 9.9 7.9 6.7 1.2 
Mar. qtr. 8.5 8.9 8.9 7.1 1.8 
June qtr. 11.1 12.1 9.4 7.3 2.1 

1980181 Sept. qtr. 13.6 12.4 10.2 8.4 
Dec. qtr. 15.2 14.0 11.0 9.4 

2 .o 
1.6 

Sources: The Treasury, Commonwealth Budget, 1980181, Statement No. 2; 
Reserve Bank of Australia, Statistical Bulletin; and Australian Bureau of 
Statistics, Average Weekly Earnings and Awards. 

- 11 
21 The difference between the increases on awards and earnings is com- 

Quarterly figures are derived from seasonally adjusted data. 

monly used as a measure of earning drift. 
increase can also reflect timing and coverage discrepancies between the 
two series. 

weekly earnings reflects differences in the coverage of the two series as 
well as variations in average overtime hours. 
41 Includes about 0.5 percentage point for incorporation of  some over- 

award payments into the Metal Industry Award as supplementary payments. 

However, different rates of 

3 1  The difference between the increase in total and ordinary time average 
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T a b l e  7 .  A u s t r a l i a :  N a t i o n a l  Wage Adjustments Awarded by t h e  

A u s t r a l i a n  C o n c i l i a t i o n  and A r b i t r a t i o n  Commission 

(Change i n  p e r  c e n t )  

Change i n  
Consumer 

P r i c e  Index  1/ - 

Change i n  
Award Wages 

1975 March q t r .  
June q t r .  
September q t r .  
December q tr.  

3.6 
3.5 
0.8 
5.6 

3.6 
3.5 

6.4 
-- 

1976 March qtr. 3.0 3.0 t o  $125 p e r  week 
f l a t  $3.80 t h e r e a f t e r  

June q t r .  2.5 2.5 t o  $98 p e r  week 
f l a t  $2.50 between $98 and $166 

p e r  week 1 . 5  t h e r e a f t e r  

September q t r .  2.2 

6 .0  

2.2 

$2.90 p l u s  2 .8  p e r  $100 p e r  
week $5.70 t h e r e a f t e r  

December q t r .  

1977 March q t r .  2 . 3  1 . 9  t o  $200 p e r  week 
$3.80 t h e r e a f t e r  

June qtr. 
September q t r  . 

2.4 
2.2 

2.0 
1 . 5  

December qtr. 2 . 3  1 . 5  t o  $170 p e r  week 
$2.60 t h e r e a f t e r  

1978 March q t r .  
June/Sep tember 

1 . 3  
4.0 

1 .3  
4 .O 

1978/79 December/March 

1979 June/September 

1979/80 December/March 

1980 June  /Sep tember 

4 .0  

5.0 

5 . 3  

4 . 7  

3.2 

4.5 

4 .2  

3 . 7  

Sources:  David Plowman, "Nat iona l  Wage Determina t ion  i n  1978," J o u r n a l  of Indus- 

1/ Change from p r e v i o u s  q u a r t e r .  

t r i a l  R e l a t i o n s ,  March 1979, pp. 78-88; and A u s t r a l i a n  F i n a n c i a l  R e v i e w .  

t h e  h a l f  y e a r .  
Hal f  y e a r l y  movements r e c o r d  change d u r i n g  
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T a b l e  8. A u s t r a l i a :  I n d i c e s  of Real Labor C o s t s  
and P r o d u c t i v i t y  i n  t h e  Nonfarm S e c t o r  - 11 

(1966167 t o  1972173 = 100) 

Real Unit  
Average Real Average Labor Labor 

Labor Costs  - 21 P r o d u c t i v i t y  21 Costs  - 4 1  

1972173 

1973174 

1974 I75 

1975176 

1976177 

1977178 

1978179 

1979180 

1978179 

1979180 

19 79 I80 

I1 

I 

I1 

112 

116 

126 

126 

131 

132 

131 

133 

132 

133 

133 

110 

111 

114 

118 

1 2 3  

12 2 

124 

127 

124 

126 

127 

102 

105 

110 

107 

107 

108 

106 

105 

106 

105 

105 

Source: The T r e a s u r y ,  Commonwealth Budget 1980181, S ta tement  No. 2 

- 1/ 
21 Nonfarm wages, sa lar ies ,  and supplements ,  p l u s  p a y r o l l  t a x  p e r  

nozfarm wage and s a l a r y  e a r n e r  hour worked, d e f l a t e d  by t h e  i m p l i c i t  
p r i c e  d e f l a t o r  f o r  nonfarm GDP. 

3 1  Gross nonfarm product  at c o n s t a n t  1974-75 p r i c e s  p e r  nonfarm 
employed man hour  worked. 
- 4 1  

Hal f -year ly  d a t a  a r e  s e a s o n a l l y  a d j u s t e d .  

Average real  l a b o r  c o s t s  d i v i d e d  by average  l a b o r  p r o d u c t i v i t y .  
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Table 9. Australia: Selected Price Indicators 

(Changes in per cent from previous year) 

GDP Private Cons umer 
Deflator Consumption Price Index Import Export 
(Nonfarm) Deflator Food Total Deflator - 11 Deflator 11 

1974175 
1975176 
1976177 
19 77 I78 
1978179 
1979180 

21.7 
16.1 
10.9 
8.5 
7.3 
9.1 

17.7 
15.6 
11.4 
9.5 
9.0 
9.6 

9.7 16.7 
9.9 13.0 
11.7 13.8 
10.9 9.5 
11.5 8.2 
14.0 10.2 

28.4 
11.1 
15.8 
13.3 
9.5 
17.5 

16.7 
7.5 
11.3 
4.3 
15.4 
14.3 

1977178 
September qtr. 
December qtr. 
March qtr. 
June qtr. 

9.0 
9.4 
7.7 
8.0 

10.5 
10.2 
8.9 
8.1 

13.1 13.1 
11.3 9.3 
9.9 8.2 
9.7 7.9 

22.4 
19.1 
7 .O 
6.7 

10.4 
4.9 
0.3 
1.7 

1978/79 
September qtr. 
December qtr. 
March qtr. 
June qtr. 

7.1 
6.5 
7.8 
7.8 

8.2 
8.9 
9 . 3  
9.6 

8.8 7.9 
9.9 7.8 
12.4 8.2 
14.6 8.8 

5.3 
8.0 
11.0 
13.6 

7.6 
16.8 
16.6 
18.6 

1979180 
September qtr. 
December qtr. 
March qtr. 
June qtr. 

8.0 
8.5 
10.4 
9.7 

10.1 
9.1 
9.7 
9.8 

14.8 9.2 
13.7 10.0 
15.0 10.5 
12.3 10.7 

16.5 
16.7 
18.5 
18.5 

15.6 
15.8 
15.1 
11.9 

1980181 
September qtr. 
December qtr. 

10.4 
11.5 

9.4 
9.4 

11.3 10.2 
12.0 9.2 

14.8 
10.3 

15.3 
14.3 

Sources: Australian Bureau of Statistics, Quarterly Estimates of National 
Income and Expenditure; and Reserve Bank of Australia, Statistical Bulletin. 

- 11 Goods and services. 
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11. F i s c a l  Developments and P o l i c i e s  

1. Overview of t r e n d s  i n  Dublic  f i n a n c e s  

a .  Commonwealth a u t h o r i t i e s  

The s t r u c t u r e  of t h e  p u b l i c  s e c t o r  i n  A u s t r a l i a  i s  shown i n  t h e  fol low- 
ing  diagram: 

ALL PUBLIC 
AUTHORITIES 

1 AUTHORITIES 

AUTHORITIES 

BUDGET NONBUDGET BUDGET NONBUDGET LOCAL 
SECTOR SECTOR SECTOR SECTOR AUTHORITIES 

The Commonwealth budget s e c t o r  i s  o n l y  p a r t - - a l b e i t  an impor t an t  one-- 
of t h e  p u b l i c  s e c t o r  as  a whole ( C h a r t s  5 and 6 ) .  S i n c e  t h e  mid-1970s t h e  
Commonwealth Government has  r e s t r a i n e d  t h e  growth of i t s  budget o u t l a y s  , 
w i t h  t h e  r e a l  ave rage  annual  growth r a t e  d e c l i n i n g  from 10 112 p e r  c e n t  p e r  
annum i n  t h e  t h r e e  years  t o  1975/76 t o  less  t h a n  1 p e r  c e n t  p e r  annum i n  t h e  
f o l l o w i n g  f o u r  y e a r s .  

The Commonwealth nonbudget s e c t o r  c o v e r s  l a r g e l y  t h e  t r a n s a c t i o n s  of 
a u t h o r i t i e s  which o p e r a t e  wholly o r  mainly o u t s i d e  t h e  Commonwealth p u b l i c  
a c c o u n t ;  t h e s e  a r e  p r i m a r i l y  b u s i n e s s  e n t e r p r i s e s  such a s  t h e  A u s t r a l i a n  
P o s t a l  and Telecommunications Commissions, t h e  A u s t r a l i a n  Shipping Commission, 
t h e  A u s t r a l i a n  Wool Commission, Qantas  Airways, and t h e  A u s t r a l i a n  N a t i o n a l  
A i r l i n e s  Commission. Though t h e  Commonwealth nonbudget s e c t o r  a c c o u n t s  f o r  
o n l y  a s m a l l  p a r t  of Commonwealth a u t h o r i t i e s '  t o t a l  o u t l a y s  (and r e c e i p t s )  
i t  n e v e r t h e l e s s  makes impor t an t  c o n t r i b u t i o n s  i n  c e r t a i n  a r e a s .  For i n s t a n c e ,  
some t h r e e  f o u r t h s  of Commonwealth d i r e c t  c a p i t a l  e x p e n d i t u r e  i s  a t t r i b u t a b l e  
t o  nonbudget a u t h o r i t i e s .  Commonwealth government budget and nonbudget ou t -  
l a y s  combined have f a l l e n  as a p e r c e n t a g e  of GDP from 30  314 p e r  c e n t  i n  
1975/76 t o  29 p e r  c e n t  i n  1979180. 

U n t i l  t h e  mid-1970s a lmos t  a l l  c a p i t a l  e x p e n d i t u r e  by a u t h o r i t i e s  
o p e r a t i n g  o u t s i d e  t h e  p u b l i c  accoun t  w a s  f i n a n c e d  by advances from t h e  budget 
and by i n t e r n a l l y  g e n e r a t e d  funds  of t h e  a u t h o r i t i e s  concerned.  S i n c e  t h e n ,  
a number of t h e s e  a u t h o r i t i e s  have unde r t aken  s u b s t a n t i a l  borrowing on t h e i r  
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own accoun t  t o  h e l p  f i n a n c e  t h e i r  c a p i t a l  programs. L/ One consequence of 
t h i s  h a s  been t h a t  t h e  d e f i c i t  of t h e  Commonwealth nonbudget s e c t o r  i n  r e c e n t  
y e a r s  h a s  ceased t o  approximate t h e  l e v e l  of advances t o  t h e  nonbudget s e c t o r  
from t h e  budget .  It f o l l o w s  a l s o  t h a t  t h e  combined d e f i c i t  of t h e  Common- 
wea l th  budget  and nonbudget s e c t o r s  has  tended t o  t a k e  on g r e a t e r  s i g n i f i c a n c e  
i n  i t s  own r i g h t .  

b. The S t a t e s  and l o c a l  a u t h o r i t i e s  

Chart  6 shows o u t l a y s  as  p r o p o r t i o n  of GDP f o r  t h e  p u b l i c  s e c t o r  a s  a 
whole, i .e., t h e  c o n s o l i d a t i o n  of t h e  Commonwealth s e c t o r ' s  t r a n s a c t i o n s  
w i t h  t h o s e  of t h e  S t a t e s  and l o c a l  a u t h o r i t i e s .  The o u t l a y s  of t h e  S t a t e s  
and l o c a l  a u t h o r i t i e s ,  a f t e r  r i s i n g  as a p r o p o r t i o n  of G D P  from 16  1 / 2  p e r  
c e n t  i n  1973/74 t o  20 p e r  c e n t  i n  1975/76, have remained p rac t i ca l ly  unchanged 
as a p e r c e n t a g e  of GDP s i n c e  then.  P a r t l y  a s  a r e s u l t  of t h i s  development ,  
t h e  o u t l a y s  of t h e  p u b l i c  s e c t o r  as  a whole ( a f t e r  c o n s o l i d a t i o n )  r e l a t i v e  t o  
GDP,  which i n c r e a s e d  by some 6 1 / 4  p e r c e n t a g e  p o i n t s  i n  t h e  t h r e e  years t o  
1975/76 r e a c h i n g  a l e v e l  of about  38 p e r  c e n t  of GDP, have shown l i t t l e  v a r i a -  
t i o n  s i n c e  then .  

A l a r g e  p a r t  of t h e  s t a t e  and l o c a l  government o u t l a y s  are funded th rough  
t h e  Commonwealth budget.  S ince  t h e  mid-1970s t h e  f i n a n c i a l  r e l a t i o n s  between 
t h e  Commonwealth and s t a t e  governments have been a d m i n i s t e r e d  a g a i n s t  t h e  
background of t h e  "New Federal ism" p o l i c y ,  a major a s p e c t  of which h a s  been t o  
maximize t o  t h e  e x t e n t  p o s s i b l e  t h e  p r o p o r t i o n  of t o t a l  f u n d s  a v a i l a b l e  t o  t h e  
S t a t e s  i n  t h e  form of g e n e r a l  purpose o r  " u n t i e d  g r a n t s . "  

The dominant s o u r c e  of funds  provided t o  t h e  S t a t e s  h a s  been g e n e r a l  
revenue g r a n t s  i n  t h e  form of  income t a x - s h a r i n g  payments. The t a x - s h a r i n g  
a r r angemen t s  have two s t a g e s .  The f i r s t  i n v o l v e s  payments t o  t h e  S t a t e s  
of a p r o p o r t i o n  of t h e  Commonwealth Government's n e t  p e r s o n a l  income tax 
c o l l e c t i o n .  21 Under t h e  second s t a g e ,  e a c h  S t a t e  h a s  t h e  a d d i t i o n a l  r i g h t ,  
a t  i t s  d i s c r e t i o n ,  t o  i n c r e a s e  o r  r educe  t h e  p e r s o n a l  income t a x e s  l e v i e d  
under t h e  f i r s t  s t a g e  on r e s i d e n t s  of t h e  S t a t e .  However, no S t a t e  h a s  y e t  
passed l e g i s l a t i o n  e n a b l i n g  t h e  implemention of t h e  second s t a g e .  

In  a d d i t i o n  t o  t ax - sha r ing  r e v e n u e s ,  t h e  s t a t e  governments have access 
t o  g e n e r a l  purpose c a p i t a l  f u n d s ,  c o n s i s t i n g  o f  ( a )  s t a t e  governments '  a n n u a l  
borrowing programs approved by t h e  Loan Counci l ;  and ( b )  c a p i t a l  g r a n t s  p a i d  
by t h e  Commonwealth t o  t h e  States  r e p r e s e n t i n g  one t h i r d  of t h e  s t a t e  govern- 
ment Loan Counci l  programs. Also  a v a i l a b l e  t o  s t a t e  and l o c a l  governments 

1/ The p r o p o r t i o n  of t h e  nonbudget d e f i c i t  met by budget  advances h a s  
d e c l i n e d  from o v e r  85 p e r  c e n t  i n  1970/71 t o  j u s t  o v e r  20 p e r  c e n t  i n  1979/80. 
- 2 /  For 1980/81 t h e  States '  a g g r e g a t e  s h a r e  was s e t  a t  39.87 p e r  c e n t  of 

c o l l e c t i o n s  i n  t h e  p reced ing  f i n a n c i a l  year. T h i s  t o t a l  i s  d i s t r i b u t e d  
between S t a t e s  a c c o r d i n g  t o  a formula r e f l e c t i n g  t h e i r  p o p u l a t i o n  and ( i n v e r -  
s e l y )  t h e i r  c a p a c i t y  t o  ra i se  revenue and p r o v i d e  comparable s e r v i c e s .  The 
f o u r  less  populous S t a t e s  have access t o  supplementary a s s i s t a n c e  i n  t h e  
form of spec ia l  g r a n t s .  
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are s p e c i f i c  purpose payments f o r  such use a s  educa t ion  and h e a l t h ,  p u b l i c  
t r a n s p o r t  and housing,  and t h e  l i k e .  The t a b l e  below traces changes i n  t k  
composi t ion  of t h e  Commonwealth Government's a s s i s t a n c e  t o  s t a t e s  and l o c a l  
governments d u r i n g  t h e  1970s expressed  as percentage of t h e i r  t o t a l  o u t l a y s .  

1970171 1975/76 1979/80 

T o t a l  o u t l a y s ,  
I n  per  c e n t  of GDP 16.6 20.1 19.8 
In p e r  c e n t  of t o t a l  100.0 100.0 100.0 

Financed by Commonwealth 49.3 58.0 
General  revenue g r a n t s  26.5 21.3 
Loan Counci l  program 1 2 . 2  8.8 
S p e c i f i c  purpose payments 13.1 28.4 
Other  2.5 1.4 

Financed by s ta te  and l o c a l  
governments 

Taxat ion 
50.7 
25.5 

P u b l i c  e n t e r p r i s e  income - 1/ 12.7 
N e t  sales of s e c u r i t i e s  5.9 
Other  6.6 

42 .O 
30.0 

5.6 
5.8 
0.6 

49.4 
24.1 

5.2 
20.9 

1 . 2  

50.6 
29.5 

6.2 
7.7 
7.2 

- 1/ I n c l u d i n g  d e p r e c i a t i o n .  

The most s i g n i f i c a n t  s o u r c e  of s t a t e  f u n d s ,  o t h e r  than  Commonwealth 
a s s i s t a n c e ,  i s  s t a t e  t a x a t i o n ,  which h a s  i n c r e a s e d  i n  importance--partly a s  
a r e s u l t  of t h e  i n t r o d u c t i o n  of a p a y r o l l  t a x  i n  t h e  mid-l970s--along w i t h  
n e t  sales of s e c u r i t i e s .  P u b l i c  e n t e r p r i s e  income has d e c l i n e d  on t h e  o t h e r  
hand, a r e f l e c t i o n  t o  some e x t e n t  of p r i c i n g  p o l i c i e s ,  though i t  has  r e c e n t l y  
begun t o  recover .  

On t h e  whole, t h e  p r o p o r t i o n  of s t a t e  and l o c a l  a u t h o r i t i e s '  o u t l a y s  
funded by t h e  Commonwealth h a s  d e c l i n e d  from 58 per  c e n t  i n  1975176 t o  
49 p e r  c e n t  i n  1979/80. During t h i s  p e r i o d  t h e  real  l e v e l  of g r a n t s  and n e t  
advances by t h e  Commonwealth t o  S t a t e s  and l o c a l  governments h a s  d e c l i n e d  on 
average  by some 1 / 2  p e r  c e n t  per  annum, l /  whereas r e a l  o u t l a y s  by s ta te  and 
l o c a l  governments have i n c r e a s e d  by a b o u t  2 112 11 per  c e n t  p e r  annum. This  
i s  a r e f l e c t i o n  of t h e  S t a t e s '  a b i l i t y  t o  cushion-the e f f e c t s  of Commonwealth 
p o l i c i e s  of e x p e n d i t u r e  r e s t r a i n t  by drawing on t h e i r  own r e s o u r c e s ,  and 
developing  new revenue sources .  An i m p o r t a n t  c o r o l l a r y  of t h i s  development 
i s  t h a t  i t  has  become more impor tan t  f o r  f i n a n c i a l  p o l i c y  purposes  t o  c o n s i d e r  
t h e  t o t a l  p u b l i c  s e c t o r  d e f i c i t  and n o t  j u s t  t h e  Commonwealth budget d e f i c i t .  

- 11 These d a t a  refer t o  developments i n  t h e  f i v e  y e a r s  t o  1980/81. 
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C .  S t r u c t u r e  of t a x a t i o n  

T o t a l  p u b l i c  s e c t o r  r e c e i p t s ,  which i n c r e a s e d  from t h e  e q u i v a l e n t  of 
30 per  c e n t  i n  t h e  e a r l y  1970s t o  32 per  c e n t  i n  t h e  middle  of t h e  decade ,  
have cont inued  t o  rise g r a d u a l l y  reaching  34 per c e n t  i n  1979/80 (Chart  6 ) .  
The i n c r e a s e s  were accounted f o r  mainly by r i s i n g  revenue from income t a x e s  
on i n d i v i d u a l s  and t h e  i n t r o d u c t i o n  of a l e v y  on domest ic  c rude  o i l .  The 
changes i n  revenue from p e r s o n a l  income t a x a t i o n  i n  t h e  f o u r  y e a r s  t o  1979/80 
r e f l e c t  t h e  n e t  e f f e c t  of  t h e  Government's d e c i s i o n s  on p e r s o n a l  income tax 
i n d e x a t i o n  and r a t e  changes t o  reduce t h e  e f f e c t s  of f i s c a l  d r a g ,  t h e  a b o l i -  
t i o n  of t a x  r e b a t e s  f o r  dependent  c h i l d r e n  which accompanied t h e  i n t r o d u c t i o n  
of fami ly  a l lowances ,  and t h e  impos i t ion  and subsequent  removal of t h e  h e a l t h  
i n s u r a n c e  levy .  R e c e i p t s  from t h e  l e v y  on crude  o i l  have more t h a n  o f f s e t  a 
d e c l i n e  i n  t h e  r e l a t i v e  importance of o t h e r  e x c i s e  d u t i e s .  

The s h a r e  of t a x e s  a s  a per  c e n t  of GNP a t  f a c t o r  c o s t  i n  A u s t r a l i a  
i n c r e a s e d  from about  29 p e r  c e n t  i n  1971 1/ t o  33 1/2 p e r  c e n t  i n  1977. How- 
e v e r ,  t h i s  s h a r e  w a s  t h e  s i x t h  smallest i n  a group of 17 OECD c o u n t r i e s  f o r  
which comparable d a t a  were a v a i l a b l e  f o r  1977 (Table  l o ) .  

Taxes on income and households  i n c r e a s e d  from about  11 per  c e n t  of GNP a t  
f a c t o r  c o s t  t o  15 1 / 2  p e r  c e n t  i n  1977, t h e  t h i r d  h i g h e s t  s h a r e  i n  t h e  group 
i n  1977, w h i l e  t a x e s  on t h e  income of c o r p o r a t i o n s  d e c l i n e d  s l i g h t l y  from 
4 1/2 p e r  c e n t  t o  4 p e r  c e n t  d u r i n g  t h e  p e r i o d ,  t h e  f o u r t h  h i g h e s t  s h a r e  
among t h e  group. Taxes on e x p e n d i t u r e  i n c r e a s e d  from over  12 p e r  c e n t  of 
GNP t o  13 1/2 p e r  c e n t ,  t h e  e l e v e n t h  h i g h e s t  s h a r e  i n  t h e  group of 17 OECD 
c o u n t r i e s  f o r  1977. 

The s h a r e  of t a x e s  on household income i n  t o t a l  t a x  revenue has  r i s e n  
from 39 per c e n t  i n  1971 t o  a lmost  46 per  c e n t  i n  1977, while  t h a t  on income 
of c o r p o r a t i o n s  d e c l i n e d  from 16 p e r  c e n t  to 12 p e r  c e n t .  The s h a r e  of taxes 
on income i n  t o t a l  t a x  revenue as a whole i n c r e a s e d  from 55 p e r  c e n t  t o  58 p e r  
c e n t  d u r i n g  t h i s  p e r i o d ,  w h i l e  t h e  s h a r e  of taxes on e x p e n d i t u r e  dropped 
from 42 1/2 p e r  c e n t  t o  41 per  cent .  The c o n t r i b u t i o n  of t a x e s  on c a p i t a l  
d e c l i n e d  from 2 1 / 4  p e r  c e n t  t o  1 1 / 4  p e r  c e n t .  

d .  P u b l i c  s e c t o r  borrowing requirement  

During most of t h e  1970s, t h e  Commonwealth s e c t o r  dominated t h e  t o t a l  
p u b l i c  s e c t o r  borrowing requi rement .  The prominence of t h e  Commonwealth 
s e c t o r  borrowings d u r i n g  t h a t  p e r i o d  mainly r e f l e c t e d  t h e  g r e a t l y  i n c r e a s e d  
Commonwealth budget d e f i c i t s  from t h e  mid-l970s, a l t h o u g h  n o t  i n s i g n i f i c a n t  
growth occurred  i n  t h e  d e f i c i t s  of o t h e r  s e c t o r s  ( C h a r t s  7 and 8). I n  
1979/80, however, t h e  r e d u c t i o n  i n  t h e  Commonwealth budget d e f i c i t  and con- 
t i n u e d  s t r o n g  growth i n  t h e  d e f i c i t  of s t a t e  and l o c a l  government a u t h o r i t i e s  
brought  t h e  borrowing requi rement  of t h e  Commonwealth and t h e  s ta te  and l o c a l  
government s e c t o r s  back t o  roughly  t h e  same s i z e .  Expressed a s  p r o p o r t i o n  of 
GDP, t h e  borrowing requi rement  of t h e  Commonwealth s e c t o r  w a s  s l i g h t l y  below, 
and t h a t  of t h e  S t a t e s  and l o c a l  a u t h o r i t i e s  s l i g h t l y  above, 2 p e r  c e n t .  

- I /  The d a t a  i n  t h e  f o l l o w i n g  paragraphs  of t h i s  s e c t i o n  refer t o  c a l e n d a r  
y e a r s .  
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2. The Commonwealth budget i n  1979/80 

I n  framing t h e  budget f o r  1979/80, t h e  a u t h o r i t i e s  had s t r e s s e d  t h e  
g o a l s  of c o n t a i n i n g  government e x p e n d i t u r e  and r educ ing  t h e  budget d e f i c i t  
as c e n t r a l  e l emen t s  of t h e i r  a n t i - i n f l a t i o n a r y  s t r a t e g y .  The budget aimed 
a t  a d e c l i n e  i n  t h e  Commonwealth government o u t l a y s  a s  a p r o p o r t i o n  of  GDP 
t o  less  t h a n  28 p e r  c e n t ,  compared w i t h  t h e  peak of 30 p e r  c e n t  i n  1975/76,  
and a r e d u c t i o n  i n  t h e  budget d e f i c i t  as a p r o p o r t i o n  of GDP from 3.4 p e r  
c e n t  of GDP i n  1978/79 t o  about  2 per  c e n t ,  compared wi th  a peak of a l m o s t  
5 p e r  c e n t  i n  1975176. The a u t h o r i t i e s  succeeded i n  a c h i e v i n g  b o t h  of t h e s e  
o b j e c t i v e s  of  budgetary po l i cy - -ou t l ays  were h e l d  almost  e x a c t l y  t o  t h e  
budgeted amount wi th  a sma l l  d e c l i n e  i n  rea l  terms; wi th  r evenues  i n c r e a s i n g  
somewhat more than  a n t i c i p a t e d ,  t h e  budget d e f i c i t  d e c l i n e d  from $A 3.5 b i l -  
l i o n  i n  1978/79 t o  $A 2.0 b i l l i o n ,  e q u i v a l e n t  t o  1.8 per  c e n t  of GDP (Tab le  11 
and Chart  8 ) .  The l a r g e  r e d u c t i o n  i n  t h e  d e f i c i t  w a s  viewed by t h e  a u t h o r i -  
t i e s  as a n  important  element i n  c o n t a i n i n g  t h e  money supply and p r e s s u r e s  on 
i n t e r e s t  ra tes  as  w e l l  as i n  enhancing inves to - r  conf idence .  

The main i n c r e a s e s  i n  o u t l a y s  over  t h o s e  provided i n  t h e  budget occur red  
i n  de fense  and i n t e r e s t  payments on p u b l i c  d e b t ,  but  t h e s e  were o f f s e t  by 
s h o r t f a l l s  i n  many o t h e r  areas, t h e  l a r g e s t  b e i n g  i n  unemployment b e n e f i t  
payments, r e f l e c t i n g  an improvement i n  t h e  employment s i t u a t i o n  d u r i n g  t h e  
y e a r .  T o t a l  t a x  r e c e i p t s  exceeded t h e  budget estimate by abou t  $A 200 m i l -  
l i o n .  Receipts from t h e  l e v y  on domest ic  c rude  o i l  were $A 200 m i l l i o n  
h i g h e r  t h a n  t h e  budget es t imate  as  a r e s u l t  of h i g h e r  p a r i t y  p r i c e s ,  p a r t l y  
o f f s e t  by lower p roduc t ion  caused p r i n c i p a l l y  by t h e  e f f e c t s  of i n d u s t r i a l  
d i s p u t e s .  

The s l i g h t  real  d e c l i n e  i n  t h e  Commonwealth budget o u t l a y s  were n o t  
matched i n  t h e  s t a t e  and l o c a l  government s e c t o r ,  where they  are e s t i m a t e d  t o  
have grown by 1 p e r  c e n t  i n  real  terms, compared w i t h  an annua l  a v e r a g e  ra te  
of growth of 2 1 / 2  p e r  c e n t  ove r  t h e  t h r e e  y e a r s  t o  1978/79. 1/ The f a s t e r  
ra te  of growth of s t a t e  and l o c a l  spending h a s  been f inanced  b y  a t h e i r  own 
revenues and borrowings,  r a t h e r  t h a n  th rough  t r a n s f e r s  from t h e  Commonwealth. 

The budget d e f i c i t  was mainly f inanced  by borrowing from t h e  nonbank 
p r i v a t e  s e c t o r  and t h e  Reserve Bank, wh i l e  t h e  r o l e  of n e t  o v e r s e a s  f i n a n c i n g  
d e c l i n e d  s h a r p l y  from t h e  two p reced ing  years  ( T a b l e  12) .  For most of t h e  
y e a r ,  t h e  sales  of Commonwealth s e c u r i t i e s  were l a r g e l y  r e s t r i c t e d  t o  
A u s t r a l i a n  s a v i n g s  bonds ( A S B )  and Treasu ry  n o t e s .  Over $ A  800 m i l l i o n  
g r o s s  was r a i s e d  from A S B s ,  b u t ,  w i t h  redemptions of t h e s e  and s p e c i a l  bonds,  
t h e  n e t  proceeds were less  t h a n  $ A  200 m i l l i o n .  T o t a l  p r i v a t e  s e c t o r  hold-  
i n g s  of government s e c u r i t i e s  i n c r e a s e d  by a b o u t  $ A  1 b i l l i o n  d u r i n g  t h e  
year.  Borrowing from t h e  Reserve Bank remained a t  t h e  l e v e l  of t h e  p r e v i o u s  
year ($A 500 m i l l i o n )  and t h e  u s e  of c a s h  b a l a n c e s  c o n t r i b u t e d  o v e r  $A 600 m i l -  
l i o n  t o  f i n a n c i n g  t h e  d e f i c i t .  I n  i n t e r p r e t i n g  t h e  developments i n  t h e  f i n a n c -  
i n g  of t h e  budget d e f i c i t ,  i t  needs t o  be no ted  t h a t  d i r e c t  and i n d i r e c t  
r e c o u r s e  t o  t h e  Reserve Bank ( i n c l u d i n g  n e t  f o r e i g n  f i n a n c i n g )  d e c l i n e d  
s h a r p l y  compared w i t h  t h e  p rev ious  y e a r .  

- 1/  Excluding Northern T e r r i t o r y .  
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3. The Commonwealth budget f o r  1980/81 

The Commonwealth budget  f o r  1980/81 aims a t  c o n t i n u i n g  t h e  p r o g r e s s  i n  
r educ ing  t h e  budget d e f i c i t ,  a l t h o u g h  e x p e n d i t u r e s  are e s t i m a t e d  t o  r ise by 
j u s t  under 3 p e r  c e n t  i n  real  terms. With o u t l a y s  e s t i m a t e d  t o  r i se  by abou t  
1 3  314 p e r  c e n t  and tax r e c e i p t s  by about  16 1 / 4  p e r  c e n t ,  t h e  budget d e f i c i t  
i s  e s t i m a t e d  a t  less t h a n  $A 1.6 b i l l i o n ,  a r e d u c t i o n  of abou t  $A 0.5 b i l l i o n  
ove r  t h e  outcome f o r  1979180 (Table  13 ) .  The a u t h o r i t i e s  a l so  have drawn 
a t t e n t i o n  t o  t h e  f a c t  t h a t  t h e  domes t i c  budget b a l a n c e ,  a f t e r  a l l o w i n g  f o r  
o v e r s e a s  t r a n s a c t i o n s ,  i s  e s t i m a t e d  t o  show a s u r p l u s  f o r  t h e  f i r s t  t i m e  
s i n c e  1973/74. They view t h e  1980181 budget as "a f u r t h e r  s t e p  on t h e  road 
t o  f i s c a l  r e s p o n s i b i l i t y  and monetary s t a b i l i t y . "  

The main tax revenue components e s t i m a t e d  t o  grow a t  a h i g h  r a t e  are 
rece ip ts  from company t a x a t i o n  and t h e  c r u d e  o i l  l e v y  (Tab les  14 and 1 5 ) .  
The former ref lect  t h e  e s t i m a t e d  h i g h e r  p r o f i t s  of companies as  w e l l  as t h e  
phasing down of t h e  inves tmen t  a l lowance i n  1979 and t h e  a b o l i t i o n  of t h e  
t r a d i n g  s t o c k  v a l u a t i o n  ad jus tmen t  w i t h  e f f e c t  from J u l y  1, 1979, w h i l e  t h e  
l a t t e r  mainly r e f l e c t  t h e  f u l l - y e a r  e f f e c t s  of  t h e  r ise  i n  o i l  p r i c e s .  The 
e x p e n d i t u r e  d e c i s i o n s  r e p r e s e n t  a s h i f t  toward e x p e n d i t u r e  on d e f e n s e  , est i- 
mated t o  i n c r e a s e  by 7 p e r  cen t  i n  rea l  terms, as w e l l  as toward h e a l t h  
spending and economic s e r v i c e s ,  i n c l u d i n g  t r a n s p o r t  and i n d u s t r i a l  a s s i s t a n c e  
(Tab le  1 6 ) .  

Estimates of r evenues  and o u t l a y s  f o r  t h e  f i r s t  n i n e  months of 1980 /81  
s u g g e s t  t h a t  t h e  budget estimates shou ld  be b r o a d l y  r e a l i z e d .  R e c e i p t s  are 
up by n e a r l y  15 112 p e r  c e n t  o v e r  t h e  co r re spond ing  p e r i o d  of 1979/80, some 
314 of a pe rcen tage  p o i n t  l ess  t h a n  t h e  budget estimate. Th i s  s h o r t f a l l  i s  
t o  a l a r g e  e x t e n t  due t o  the f a c t  tha t  the f i r s t  t h r e e  q u a r t e r l y  i n s t a l l m e n t s  
of company tax are based on t a x  a s s e s s e d  i n  1979/80 on 1978/79 incomes and 
do n o t ,  t h e r e f o r e ,  r e f l e c t  t h e  s t r o n g  i n c r e a s e  i n  company t a x a b l e  income i n  
1979180. This i n c r e a s e  w i l l  be r e f l e c t e d  i n  t h e  f i n a l  i n s t a l l m e n t  payab le  
i n  Play 1981. Ou t l ays  f o r  t h e  n i n e  months t o  March were 13 3 / 4  p e r  c e n t  
h i g h e r  t h a n  t h e  c o r r e s p o n d i n g  p e r i o d  of  1979/80, and t h u s  on t r a c k  w i t h  t h e  
budget estimate. R e f l e c t i n g  t h e  pronounced s e a s o n a l  p a t t e r n  of tax r e c e i p t s ,  
t h e  budget d e f i c i t  f o r  t h e  p e r i o d  exceeded $A 4.6 b i l l i o n ,  compared w i t h  
about  $A 4.3 b i l l i o n  i n  t h e  same p e r i o d  of 1979/80, and t h e  budget estimate 
of a d e f i c i t  of  n e a r l y  $A 1 .6  b i l l i o n  f o r  1980181. Borrowing from t h e  Reserve 
Bank i n  t h e  f i r s t  n i n e  months of  t h e  f i s c a l  y e a r  amounted t o  $A 1.1 b i l l i o n ,  
compared w i t h  $A 1.5 b i l l i o n  i n  the c o r r e s p o n d i n g  p e r i o d  of  1979/80; however, 
c a s h  b a l a n c e s  were run down a g a i n s t  a b u i l d u p  of ove r  $A 500 m i l l i o n  i n  
1979180. 

4. C y c l i c a l  e f f e c t s  of f i s c a l  p o l i c y  

The r e s u l t s  of  a n  a t t e m p t  t o  measure t h e  impact of changes  i n  t h e  Common- 
w e a l t h  government budget on economic a c t i v i t y ,  by a p p l y i n g  a method based on 
t h e  concept  of a c y c l i c a l l y  n e u t r a l  budget ,  are  p r e s e n t e d  i n  Tab le  17. 
Although t h e r e  are many a l t e r n a t i v e  ways of  d e r i v i n g  t h e s e  cyc l i ca l  a d j u s t -  
ments ,  t h e  broad q u a l i t a t i v e  n a t u r e  of t h e s e  e f f e c t s  i s  n o t  a f f e c t e d  by t h e  
p a r t i c u l a r  method used here. 
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The stance of f i s c a l  po l i cy  was s i g n i f i c a n t l y  c o n t r a c t i o n a r y  i n  1976177 
when t h e  downward swing i n  t h e  es t imated  c y c l i c a l  e f f e c t  of t h e  Commonweal.th 
budget w a s  over 1 112 per  c e n t  of GDP. F i s c a l  po l i cy  i n  t h e  subsequent two 
yea r s  was broadly  n e u t r a l .  The s t a n c e  of po l i cy  i n  1979/80 w a s  aga in  s t r o n g l y  
c o n t r a c t i o n a r y ,  wi th  a r e s t r i c t i v e  s h i f t  of more than  1 314 per  c e n t  of GDP. 
The 1980/81 budget was intended t o  impart  a f u r t h e r  r e s t r i c t i v e  impac t  but  
of a smaller magnitude (about  1 / 2  per  c e n t  of GDP) than i n  1979/80, with t h e  
r e s t r i c t i o n  coming from t h e  t a x a t i o n  s i d e  of t h e  budget r a t h e r  than the  
expendi ture  s i d e .  
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Table 10. Australia: Share of Taxes in GDP and the Composition of 
Tax Revenue: An International Comparison 

(In per cent of GNP at factor cost) 

1971 1977 1971 1978 1971 1978 

Total taxes income Taxes on expenditure 
Taxes on household 

Australia 
Austria 
Be 1 g ium 
Canada 
France 
Germany, Federal 
Greece 
I r el and 
Italy 
Japan 
Netherlands 
Norway 
Spain 
Sweden 
Switzerland 
United Kingdom 
United States 

28.9 33.6 11.3 15.4 L/ 
43.4 45.8 10.7 11.7 L/ 
39.7 46.5 10.2 17.3 
37.3 36.2 12.8 12.2 
39.6 43.9 5.1 6.6 

Republic of 39.8 45.3 11.0 12.4 

39.5 ... ... ... 
30.9 34.7 4.9 8.7 
22.2 25.0 4.8 5.2 
46.7 51.4 13.1 14.7 
52.1 56.3 ... ... 
20.2 24.2 1.4 2.6 Ll 
51.1 61.7 22.0 25.9 
24.7 32.7 ... ... 
40.6 40.4 13.8 13.4 
32.2 33.4 10.5 11.7 

28.1 30.8 3.7 3 . 5  l-/ 

12.3 
19.6 
14.2 
16.2 
16.9 
14.4 
1 5 . 9  
22.3 
12.2 
7.6 
12.9 
21.7 
8.2 
17.7 
6.9 
17.1 
10.7 

13.7 11 

13.4 
14.2 
16.0 
14.3 
16.9 L/ 
19.3 
11.5 
7.2 
14.1 
20.4 
7.2 - 1/ 
16.7 
7.2 
15.6 
9.1 

19.9 i/ - 

Source: OECD, National Accounts of OECD Countries, 1961-78, and Revenue Statistics 
of OECD Member Countries 1965-79. 

1/ Data are for 1977. - 
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Table 11.. A u s t r a l i a :  Commonwealth Budget as P r o p o r t i o n  of 
GDP, 1970171-1980/81 

Budget Budget Budget 
Rece ip t s  Ou t l ays  D e f i c i t  

~ ~~ 

1 9  701 71 

1971172 

1 9  72/ 73 

1973174 

1 9  741 75 

19  751 76 

1976177 

1977/78 

1978179 

1979180 

1980181 L/ 

~ ~~ ~ 

24.1 24.1 

23.7 24.1 

22.2 23.8 

23.3 23.8 

24.8 28.9 

0 .03  

0.36 

1.66 

0.57 

4.16 

25.2 

25.7 

26.1 

25.3 

26.0 

26.7 

30.2 

29.0 

29.8 

28.7 

27.8 

27.9 

4.94 

3.30 

3 . 7 1  

3.44 

1 . 7 8  

1 . 2 1  

Source: S t a t emen t  No. 6. 

- 11 Budget estimate. 
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Table 14 .  Aus t r a l i a :  Tax Measures Announced 
P r i o r  t o  and i n  t h e  Budget f o r  1980181 

( I n  m i l l i o n s  of  A u s t r a l i a n  d o l l a r s )  

Me as u r  e 
Est imated Change i n  Rece ip ts  
1980181 F u l l  yea r  1 1  

Personal  income t a x  
Indexat ion  of r a t e  s c a l e  21 1 
Inc rease  i n  dependent r e b a t e s  21 
Aus t ra l i ans  working overseas  

) 
-636 

-1 
Superannuation deduct ions f o r  self-employed 

persons and employees n o t  covered by 
emp loyer-sponsored arrangements -9 

Business  income 
Farm water  conserva t ion  and conveyance 21 -8 
Accelerated dep re c i a  t i o n  -2 

b r u c e l l o s i s  and tube rcu los i s  i n  ca t t l e  ... 
I n t e r e s t  ra te  on income e q u a l i z a t i o n  depos i t s  z/ -2 

Measures r e l a t e d  t o  e r a d i c a t i o n  of 

Liquef ied  petroleum gas 
Inc rease  i n  rate of levy 51 71 

Tota l  -587 

-690 

-2 

-100 

-38 
-110 

-4  
1 

71 

-872 

Source: Aus t r a l i an  Treasury ,  Budget Paper No.  f+, 1980-81. 

11 Full-year  estimates a r e  t h e  u l t i m a t e  changes i n  r e c e i p t s  t h a t  would have 
obta ined  i f  new rates o r  o t h e r  arrangements had app l i ed  f o r  t h e  whole of  1980- 
81 t o  the  es t imated  l e v e l  of t h e  r e l e v a n t  t a x  base  i n  t h a t  year. 

-_ 2 1  
- 31  Announced on Apr i l  1 4 ,  1980. 
4 /  Announced on Apr i l  8, 1980. Change i n  r e c e i p t s  is  measured aga ins t  base 

of-what t h e  exc i se  r a t e  p r i o r  t o  Apr i l  8 would have y i e lded  on es t imated  1980-81 
exc i sab le  product ion.  

Announced p r i o r  t o  t h e  budget.  
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111. Ploney and C r e d i t  

S i n c e  t h e  mid-1970s t h e  A u s t r a l i a n  a u t h o r i t i e s  have a s s i g n e d  t h e  h i g h e s t  
p r i o r i t y  t o  c o n t r o l l i n g  i n f l a t i o n  through a p o l i c y  of f i n a n c i a l  r e s t r a i n t ,  
i n  o r d e r  t o  r e s t o r e  t h e  p r e c o n d i t i o n s  f o r  a s u s t a i n e d  expansion of p r i v a t e  
s e c t o r  a c t i v i t y  and employment. Monetary p o l i c y  has  played an impor tan t  
r o l e  i n  t h i s  e f f o r t .  I n  o r d e r  t o  f o s t e r  conf idence  i n  a s t e a d y  a p p l i c a t i o n  
of p o l i c i e s  and t o  b e a r  down on i n f l a t i o n a r y  e x p e c t a t i o n s ,  t h e  a u t h o r i t i e s  
have been announcing a n n u a l l y  s i n c e  1976177 a p r o j e c t i o n  f o r  t h e  expansion 
of broad money (M3), which a t  t h e  t i m e  of t h e  announcement i n  t h e  budget  w a s  
thought  t o  be c o n s i s t e n t  wi th  t h e  economic o u t l o o k  and t h e  f i s c a l  p o l i c y  
envisaged  f o r  t h e  y e a r .  

I n  1976177 and 1977178 monetary p o l i c y  was s u c c e s s f u l ,  both i n  keeping 
monetary expansion w e l l  w i t h i n  t h e  o f f i c i a l  p r o j e c t i o n s ,  and i n  lowering 
i n f l a t i o n  and i n f l a t i o n a r y  e x p e c t a t i o n s .  A nonbank borrowing program by t h e  
Government, t o g e t h e r  w i t h  an i n c r e a s i n g  d e f i c i t  i n  t h e  p r i v a t e  s e c t o r  ba lance  
of payments, brought  about  a marked d e c e l e r a t i o n  i n  t h e  growth of b13 from 
1 5  112 per  c e n t  d u r i n g  1974175 t o  8 per  c e n t  d u r i n g  1977178. 

I n  t h e  fo l lowing  two y e a r s ,  however, t h e  o f f i c i a l  monetary p r o j e c t i o n s  
were exceeded by s u b s t a n t i a l  margins  (Char t  9 ) .  Growth i n  P13 approached 
1 2  p e r  c e n t  d u r i n g  1978179 and 12 1 1 2  p e r  c e n t  d u r i n g  1979180, compared w i t h  
t h e  o f f i c i a l  p r o j e c t i o n s  of 6-8 p e r  c e n t  and no more t h a n  1 0  p e r  c e n t ,  respec-  
t i v e l y .  The main f a c t o r s  behind t h i s  development were a s t r e n g t h e n i n g  i n  t h e  
p r i v a t e  s e c t o r  f o r e i g n  exchange t r a n s a c t i o n s ,  some d e l a y s  i n  domest ic  p o l i c y  
r e a c t i o n s ,  and i n  1979180 r a p i d  growth i n  t r a d i n g  bank l e n d i n g .  The f a s t e r  
monetary expansion occurred  a g a i n s t  t h e  background of s t r e n g t h e n i n g  p r i v a t e  
s e c t o r  a c t i v i t y  and a resurgence  of i n f l a t i o n a r y  p r e s s u r e s ,  i n i t i a l l y  a s  a 
r e s u l t  of e x t e r n a l  i n f l u e n c e s .  

Monetary p o l i c y  i n  1980181 h a s  been aimed a t  reducing  t h e  growth i n  
monetary a g g r e g a t e s  as a means of e x e r t i n g  a p p r o p r i a t e  downward p r e s s u r e  on 
i n f l a t i o n ,  w h i l e  e n s u r i n g  a supply  of funds  a d e q u a t e  f o r  s u s t a i n i n g  growth 
i n  a c t i v i t y  and employment. In  t h e  budget f o r  1980181, t h e  a u t h o r i t i e s  
judged t h a t  a n  expansion of Pi3 of about  9-11 p e r  c e n t  dur ing  1980181 would 
be c o n s i s t e n t  w i t h  t h a t  o b j e c t i v e .  This  p r o j e c t i o n  w a s  based on t h e  assump- 
t i o n  of a 3 p e r  c e n t  growth i n  r e a l  GDP, a 1 0  p e r  c e n t  i n c r e a s e  i n  t h e  GDP 
d e f l a t o r  (about  t h e  same as i n  1979/80) ,  and impl ied  a f u r t h e r  rise i n  ve loc-  
i t y  of c i r c u l a t i o n  of M3 i n  c o n t i n u a t i o n  of t h e  upward movement observed i n  
r e c e n t  y e a r s  (Char t  l o ) .  - 11 Despi te  a s i g n i f i c a n t  r ise i n  i n t e r e s t  ra tes ,  PI3 

11 A demand f o r  broad money f u n c t i o n  e s t i m a t e d  by t h e  s t a f f  a l s o  s u g g e s t s  
a iong-run income e l a s t i c i t y  of t h e  demand f o r  M3 of s l i g h t l y  less  t h a n  one ,  
implying a s l i g h t  t r e n d  i n c r e a s e  i n  v e l o c i t y .  However, t h e  demand f u n c t i o n  
f o r  113 a l s o  i m p l i e s  t h a t  t h e  o f f i c i a l  p r o j e c t i o n  of a n  i n c r e a s e  of M3 of 
about  9-11 per  c e n t  d u r i n g  1980181 and a r ise i n  nominal GDP of over  1 3  per  
c e n t  was l i k e l y  t o  be m e t  on ly  a t  h i g h e r  i n t e r e s t  r a t e s ,  a development t h a t  
d i d  i n  f a c t  occur .  The fo l lowing  e q u a t i o n  w a s  e s t i m a t e d  f o r  1960:I t o  1980: 
I11 ( t h e  s e a s o n a l  dummies a r e  o m i t t e d  h e r e ) :  

I n  m3 = 0.76 + 0.20 I n  y - 0.05 I n  R + 0.78 I n  m3-1 
(3.8) ( 4 . 0 )  ( 4 . 4 )  (13.2)  

R2 = 0.99 SEE = 0.018 h = 1 . 2  
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h a s  r i s e n  somewhat above t h e  upper l i m i t  of  t h e  o f f i c i a l  p r o j e c t i o n  d u r i n g  
t h e  f i r s t  h a l f  of 1980/81; i n  January 1981, however, 113 growth began t o  f a l l  
back toward t h e  upper end of t h e  p r o j e c t i o n  and,  by March 1981, t.13 w a s  
11.7 p e r  c e n t  above i t s  l e v e l  of a yea r  ea r l i e r .  

1. The monetary s y s t e m  and i n s t r u m e n t s  of monetary p o l i c y  

The p r i n c i p a l  i n s t rumen t  of monetary p o l i c y  i n  r e c e n t  years h a s  been 
sales of Commonwealth Government s e c u r i t i e s  t o  t h e  nonbank s e c t o r ,  bo th  i n  
t h e  form of open market  o p e r a t i o n s  by t h e  Reserve Bank a s  w e l l  as d i r e c t  
sa les  by t h e  Government. By s e l l i n g  t h e s e  s e c u r i t i e s - - n o t a b l y  Treasu ry  
bonds,  T reasu ry  n o t e s ,  a n d ,  s i n c e  1976, A u s t r a l i a n  s a v i n g s  bonds--the a u t h o r i -  
t i es  have sought  t o  c o n s t r a i n  growth i n  p r i v a t e  s e c t o r  l i q u i d i t y .  With the 
i n t e n t i o n  of  improving monetary c o n t r o l  by a l lowing  g r e a t e r  f l e x i b i l i t y  i n  
i n t e r e s t  ra tes ,  t h e  a u t h o r i t i e s ,  s i n c e  December 1979, have i s s u e d  Treasu ry  
n o t e s  by weekly t e n d e r ;  t hey  a l s o  in t roduced  i n  A p r i l  1980 a t a p  system f o r  
t h e  c o n t i n u o u s  market ing of Commonwealth bonds,  i n s t e a d  of p e r i o d i c  c a s h  
l o a n s .  Throughout r e c e n t  years, q u a n t i t a t i v e  l e n d i n g  g u i d e l i n e s  have a p p l i e d  
t o  t r a d i n g  banks,  and t h e  banks g e n e r a l l y  have adhered t o  t h e  g u i d e l i n e s .  
The Reserve Bank a l s o  h a s  a t  t imes i n f l u e n c e d  f i n a n c i a l  c o n d i t i o n s  g e n e r a l l y  
by v a r y i n g  r e s e r v e  r equ i r emen t s .  Trading banks s u b j e c t  t o  t h e  banking act  
a r e  r e q u i r e d  t o  ho ld  S t a t u t o r y  Reserve Depos i t s  ( S R D s )  w i t h  t h e  Reserve Bank, 
which d e t e r m i n e s  t h e i r  minimum l e v e l  by r e f e r e n c e  t o  t h e  banks'  t o t a l  
domes t i c  d e p o s i t  l i a b i l i t i e s .  

I n  combinat ion w i t h  t h e  SRD r e q u i r e m e n t ,  t h e  t r a d i n g  banks are  bound by 
conven t ion  t o  obse rve  a minimum r a t i o  between t h e i r  h o l d i n g s  of l i q u i d  assets  
and Commonwealth Government s e c u r i t i e s  (LGS a s s e t s ) ,  and t h e i r  domes t i c  
d e p o s i t  l i a b i l i t i e s .  - 1/ S ince  SRD a c c o u n t s  w i t h  the Reserve Bank do n o t  

- 1/ (Cont 'd  from p .  1) 

where : 
m3 . . . rea l  ?I3 (113 d e f l a t e d  by t h e  GDP d e f l a t o r )  

- R ... government bond y i e l d s  (two-year bonds) 
R2 ... a d j u s t e d  R 2  

h ... h - s t a t i s t i c  

y ... r e a l  GDP 

SEE ... s t a n d a r d  e r r o r  of estimate 

The e s t i m a t e d  long-run income and i n t e r e s t  ra te  e l a s t i c i t i e s  of t h e  demand 
f o r  113 a re  0.9 and -0.4, r e s p e c t i v e l y .  

The LGS ( l i q u i d  a s s e t s  and government s e c u r i t i e s )  conven t ion  i s  a fo rma l  
e x p r e s s i o n  of c e r t a i n  f i r m  u n d e r s t a n d i n g s ,  which were reached between t h e  
Reserve Bank and t h e  major  t r a d i n g  banks i n  1956; i t  has no s t a t u t o r y  b a s i s .  
Under t h e  conven t ion ,  each bank u n d e r t a k e s  t o  e n s u r e  t h a t  i t s  r a t i o  of LGS 
asse ts  t o  t o t a l  domes t i c  d e p o s i t  l i a b i l i t i e s  does  n o t  f a l l  below t h e  ag reed  
minimum which i s  uniform f o r  a l l  banks.  The minimum LGS r a t i o  i s  changed 
i n f r e q u e n t l y ;  i t  h a s  been h e l d  a t  18 p e r  c e n t  s i n c e  1962, w i t h  t h e  e x c e p t i o n  
o n l y  of t h e  pe r iod  from February 1976 t o  end-March 1977 d u r i n g  which i t  was 
r a i s e d  t o  2 3  p e r  c e n t .  LGS assets  a r e  d e f i n e d  a s  c a s h  ( n o t e s  and c o i n ) ,  
d e p o s i t s  w i th  t h e  Reserve Bank o t h e r  t h a n  SRD d e p o s i t s ,  and Commonwealth 
government s e c u r i t i e s .  

- 1/ 
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form par t  of LGS assets ,  v a r i a t i o n s  i n  t h e  SRD r a t i o  a l s o  a f f e c t  the t r a d i n g  
banks'  p o s i t i o n  wi th  regard  t o  t h e  LGS convent ion.  Recent developments i n  
LGS assets are shown i n  Table 18. The s a v i n g s  banks are s u b j e c t  t o  a minimum 
p r e s c r i b e d  asset r a t i o ;  e l i g i b l e  a s s e t s  i n  t h i s  case extend  t o  a l l  p u b l i c  sec- 
t o r  s e c u r i t i e s .  The minimum p r e s c r i b e d  a s s e t  r a t i o  w a s  reduced from 4 5  p e r  
c e n t  t o  40 p e r  c e n t  i n  August 1978, a l l o w i n g  f o r  a l a r g e r  s h a r e  of funds  t o  be 
a l l o c a t e d  t o  housing l o a n s .  As p a r t  of t h e i r  e l i g i b l e  assets f o r  purposes  of 
t h e  p r e s c r i b e d  a s s e t  r a t i o ,  t h e  s a v i n g s  banks have t o  hold  7 112 p e r  c e n t  of 
t h e i r  d e p o s i t  l i a b i l i t i e s  i n  Treasury n o t e s  o r  d e p o s i t s  w i t h  t h e  Reserve Bank; 
t h e  l a t t e r  are i n t e r e s t - b e a r i n g  d e p o s i t s .  The LGS convent ion  f o r  t r a d i n g  
banks and t h e  p r e s c r i b e d  asset  r a t i o  f o r  sav ings  banks can  perhaps  be s e e n  as  
i n s t r u m e n t s  n o t  on ly  t o  c o n t r o l  o v e r a l l  c r e d i t  bu t  a l s o  t o  a f f e c t  the a l l o c a -  
t i o n  of c r e d i t .  Other  forms of c a p t i v e  markets  f o r  government s e c u r i t i e s  are  
r e l a t e d  t o  t h e  "30/20 requirement"  t h a t  was in t roduced  i n  1961 f o r  l i f e  insur -  
ance companies and superannuat ion  funds.  The 30/20 requirement  provides  f o r  
i n c r e a s e d  t a x a t i o n  of bo th  l i f e  insurance  companies and superannuat ion  funds  
i f  t h e y  do n o t  i n v e s t  a minimum 30 per  c e n t  of t h e i r  assets i n  government 
s e c u r i t i e s ,  of which 20 p e r  c e n t  m u s t  comprise Commonwealth s e c u r i t i e s .  

The a u t h o r i t i e s  a l s o  impose c e i l i n g s  over  c e r t a i n  bank i n t e r e s t  rates, 
though t h e s e  c o n t r o l s  were eased s u b s t a n t i a l l y  i n  December 1980. E f f e c t i v e  
December 3 ,  t h e  prev ious  c e i l i n g s  on t r a d i n g  and s a v i n g s  bank d e p o s i t  i n t e r -  
est ra tes  were removed, and the i n t e r e s t  ra te  c e i l i n g s  on t h e i r  advances were 
r a i s e d .  The maximum i n t e r e s t  rate which t r a d i n g  banks may charge on over- 
d r a f t s  w i t h  l i m i t s  of less  t h a n  $A 100,000 was r a i s e d  from 10.5 p e r  c e n t  t o  
12.5 p e r  c e n t ;  t h a t  on  p e r s o n a l  i n s t a l l m e n t  l o a n s  w a s  r a i s e d  from 7.75 p e r  
c e n t  ( f l a t )  t o  8.75 per c e n t  ( f l a t ) .  S i m i l a r l y ,  t h e  maximum rate of i n t e r e s t  
which s a v i n g s  banks may charge  on l o a n s ,  o t h e r  t h a n  l o a n s  f o r  owner-occupied 
housing,  of less than  $A 100,000 was r a i s e d  from 10.5 p e r  c e n t  t o  12.5 p e r  
c e n t ;  t h a t  on l o a n s  f o r  owner-occupied housing by t r a d i n g  and s a v i n g s  banks 
w a s  r a i s e d  from 10.5 p e r  c e n t  t o  11.5 p e r  c e n t .  

With a view t o  improving t h e  s t r u c t u r e  and o p e r a t i o n s  of t h e  A u s t r a l i a n  
f i n a n c i a l  system, t h e  Government i n  January  1979 e s t a b l i s h e d  a Committee of 
I n q u i r y  i n t o  t h e  A u s t r a l i a n  F i n a n c i a l  System. The Committee's terms of 
r e f e r e n c e  i n c l u d e :  t o  i n q u i r e  i n t o  and r e p o r t  on t h e  s t r u c t u r e  and methods 
of o p e r a t i o n  of t h e  f i n a n c i a l  system and i t s  r e g u l a t i o n  and c o n t r o l ;  and t o  
make recommendations as  t o  i t s  improvement. An i n t e r i m  r e p o r t  c o n t a i n i n g  
a survey  of t h e  A u s t r a l i a n  f i n a n c i a l  system was p u b l i s h e d  by t h e  Committee 
i n  mid-1980, and a f i n a l  r e p o r t ,  i n c l u d i n g  recommendations on any changes i n  
t h e  system and i t s  c o n t r o l  mechanisms, i s  expected t o  be i s s u e d  l a t e r  t h i s  
year. 

The use of t h e  monetary p o l i c y  i n s t r u m e n t s ,  as w e l l  as o t h e r  p o l i c y  
a c t i o n s  such as f o r e i g n  exchange market i n t e r v e n t i o n  o r  t h e  e x t e n s i o n  by t h e  
Reserve Bank of r u r a l  c r e d i t s ,  i n f l u e n c e s  t h e  monetary base ,  L/ a l though 

1/ Defined h e r e  as t h e  s t o c k  of r e s e r v e  money a d j u s t e d  f o r  changes i n  t h e  
SRD r a t i o  a p p l y i n g  t o  t h e  t r a d i n g  banks.  Reserve money c o n s i s t s  of cur rency  
o u t s i d e  t h e  Reserve Bank and t r a d i n g  banks'  d e p o s i t s  w i t h  t h e  Reserve Bank. 
This  r e p r e s e n t s  a narrow d e f i n i t i o n  of t h e  monetary b a s e ,  and does n o t  
i n c l u d e  bank l e n d i n g  t o  t h e  Government i n  t h e  form of purchases  of government 
s e c u r i t i e s  as p a r t  of base  money. 
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p o l i c y  h a s  n o t  been d i r e c t e d  t o  c o n t r o l l i n g  t h i s  a g g r e g a t e .  N e v e r t h e l e s s ,  
t h e  monetary base a p p e a r s  t o  be a u s e f u l  i n d i c a t o r  of t h e  s t a n c e  of monetary 
p o l i c y ,  as i t  measures t h e  i n j e c t i o n  of primary l i q u i d i t y  by t h e  monetary 
a u t h o r i t i e s  i n t o  t h e  f i n a n c i a l  system, and b e a r s  a c l o s e  r e l a t i o n s h i p  w i t h  
wider  monetary a g g r e g a t e s  (Char t  11 and Table 1 9 ) .  R e f l e c t i n g  t h e  f i rmness  
i n  monetary p o l i c y ,  t h e  growth i n  t h e  monetary base w a s  brought  down from 
16 1 / 2  p e r  c e n t  d u r i n g  1975176 t o  10 pe r  c e n t  d u r i n g  1977178. With t h e  sub- 
sequen t  e a s i n g  of monetary p o l i c y ,  t h e  monetary base  h a s  r i s e n  more s t r o n g l y  
s i n c e  t h e n .  It a c c e l e r a t e d  s i g n i f i c a n t l y  d u r i n g  t h e  f i r s t  h a l f  of 1980/81, 
mainly a s  a r e s u l t  of t h e  s t r e n g t h e n i n g  ba lance  of payments; i n  December 
1980 it  was 1 4  per  c e n t  h i g h e r  t han  a yea r  e a r l i e r .  However, r e f l e c t i n g  
t h e  r e c e n t  t i g h t e n i n g  i n  monetary p o l i c y ,  growth i n  t h e  monetary base has  
slowed down s i n c e  t h e n ;  i n  )larch 1981 i t  w a s  11 p e r  c e n t  above t h e  l e v e l  of 
a y e a r  e a r l i e r .  

2 .  Nonetary developments s i n c e  mid-1979 

The o b j e c t i v e  of monetary p o l i c y  i n  1979180 was t o  ach ieve  some slowing 
down i n  t h e  r a t e  of growth of money and c r e d i t ,  s o  as t o  b e a r  down on i n f l a -  
t i o n .  It had been s t a t e d  i n  t h e  Budget Speech t h a t  growth i n  113 of n o t  more 
t h a n  1 0  p e r  c e n t  ove r  t h e  cour se  of t h e  y e a r  would be compatible  w i t h  t h e  
p o l i c y  o b j e c t i v e s .  Achievement, however, f e l l  s h o r t  of t h e  o b j e c t i v e ,  and 
113 expanded by 1 2  1 1 2  p e r  c e n t  d u r i n g  1979180. While t h i s  r e l a t i v e l y  e a s i e r  
monetary p o l i c y  i n i t i a l l y  suppor t ed  t h e  economic r e c o v e r y ,  i t  a l s o  implied 
domes t i c  accommodation of i n f l a t i o n a r y  p r e s s u r e s  o r i g i n a t i n g  abroad.  

The main f a c t o r s  accoun t ing  f o r  t h e  f a s t e r  growth i n  M3 changed du r ing  
t h e  c o u r s e  of t h e  year .  During t h e  f i r s t  h a l f  of t h e  y e a r ,  bank l e n d i n g  t o  
t h e  Government was t h e  most expans iona ry  f a c t o r ,  wh i l e  i n  t h e  second h a l f  of 
t h e  year t h e  improvement of t h e  p r i v a t e  s e c t o r  b a l a n c e  of payments was t h e  
expans iona ry  f o r c e  (Tab les  20 and 2 1 ) .  E a r l y  i n  t h e  f i n a n c i a l  y e a r ,  t h e  secu- 
r i t i e s  market  w a s  u n s e t t l e d ,  p robab ly  r e f l e c t i n g  concern about  t h e  implica-  
t i o n s  f o r  i n f l a t i o n  of t h e  h i g h  r a t e  of  monetary growth d u r i n g  1978/79,  though 
demand f o r  government s e c u r i t i e s  picked up when a s u b s t a n t i a l  r e d u c t i o n  i n  
t h e  e s t i m a t e d  Commonwealth d e f i c i t  was announced i n  t h e  budget f o r  1979/80. 
However, demand f o r  bonds f e l l  away a s  i n t e r e s t  rates r o s e  s h a r p l y  a b r o a d ,  
wh i l e  t h e y  were kep t  s t e a d y  i n  A u s t r a l i a  ( C h a r t  1 2 ) .  Moreover, t h e  widening 
of t h e  i n t e r e s t  d i f f e r e n t i a l s  provided i n c e n t i v e  forr t h e  p r i v a t e  s e c t o r  t o  
seek  f i n a n c e  i n  A u s t r a l i a  r a t h e r  t h a n  o v e r s e a s ;  t h e  c a p i t a l  account  weakened 
and bank l e n d i n g  i n c r e a s e d  s h a r p l y .  Advances o u t s t a n d i n g  of t r a d i n g  banks 
r o s e  a t  an annua l  r a t e  of c l o s e  t o  2 3  per c e n t  d u r i n g  t h e  f i r s t  h a l f  of 
1979/80,  s u b s t a n t i a l l y  i n  e x c e s s  of t h e  Reserve Bank's g u i d e l i n e  of an 
i n c r e a s e  of  no more t h a n  10 p e r  c e n t  ove r  1979/80. To back up t h i s  g u i d e l i n e ,  
t h e  Reserve Bank i n c r e a s e d  t h e  SRD r a t i o  from 5.5 p e r  c e n t  t o  6 p e r  c e n t  i n  
December 1979. In  o r d e r  t o  a c h i e v e  sa les  of bonds,  i s s u i n g  y i e l d s  were 
i n c r e a s e d  i n  e a r l y  1980,  and small amounts of bonds were i s s u e d  by t e n d e r  i n  
February 1980. It w a s ,  however, n o t  u n t i l  t h e  l a t t e r  p a r t  of t h e  f i n a n c i a l  
year  t h a t  t he  demand f o r  bonds picked up a g a i n .  On A p r i l  30, 1980 t h e  t a p  
s y s t e m  f o r  sa les  of government s t o c k s  was i n t r o d u c e d ;  t h e  i s s u i n g  y i e l d s  were 
i n c r e a s e d  f u r t h e r ,  w h i l e  i n t e r e s t  ra tes  a b r o a d ,  i r .  p a r t i c u l a r  i n  t h e  United 
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o f b u i l d i n g  s o c i e t i e s ;  M6 inc ludes  i n  a d d i t i o n  n e t  l i a b i l i t i e s  of 
f inance  companies and money market co rpora t ions .  

1/ M4 c o n s i s t s  of M 3  p l u s  n e t  l i a b i l i t i e s  t o  domestic nonbanks, 
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States ,  e a s e d .  D e s p i t e  less r e c o u r s e  t o  bank f i n a n c e  by t h e  Government, 
however, growth i n  M 3  remained buoyant i n  t h e  second h a l f  of 1979/80 as t h e  
p r i v a t e  s e c t o r  ba lance  of payments moved i n t o  s t r o n g  s u r p l u s  (Table  20) .  

A l l  i n  a l l ,  El3 r o s e  by 12.3 p e r  c e n t  d u r i n g  1979/80, s l i g h t l y  f a s t e r  
t h a n  t h e  growth of 11.8 per  c e n t  recorded i n  t h e  p r e v i o u s  year .  However, 
domest ic  c r e d i t  expansion slowed t o  11.9 p e r  c e n t  d u r i n g  1979/80, compared 
w i t h  13.6 p e r  c e n t  i n  1978/79. This  slowdown w a s  e n t i r e l y  accounted f o r  by a 
s h a r p l y  lower growth i n  bank c r e d i t  t o  t h e  Government, w h i l e  bank l e n d i n g  t o  
t h e  p r i v a t e  s e c t o r  r o s e  more s t r o n g l y  ( C h a r t  1 3  and Table 2 2 ) .  The l a t t e r  
development r e f l e c t e d  t h e  recovery  i n  economic a c t i v i t y  as  w e l l  as t h e  f a c t  
t h a t  t r a d i n g  bank i n t e r e s t  r a t e s  on smal l  o v e r d r a f t s ,  though a t  t h e  p r e s c r i b e d  
maximum, were lower than  t h o s e  of o t h e r  f i n a n c i a l  i n t e r m e d i a r i e s .  

For 1980/81 t h e  o f f i c i a l  t a r g e t  i s  an  i n c r e a s e  i n  M3 of 9-11 per  c e n t .  
Based on h i s t o r i c a l  ev idence ,  achievement of t h e  o f f i c i a l  monetary p r o j e c t i o n  
was l i k e l y  t o  i n v o l v e  h i g h e r  i n t e r e s t  ra tes ,  though a f u r t h e r  lower ing  of t h e  
Commonwealth budget  d e f i c i t  reduced upward p r e s s u r e  on i n t e r e s t  rates. During 
t h e  f i r s t  n i n e  months of 1980/81, M 3  r o s e  a t  a s e a s o n a l l y  a d j u s t e d  annual  
r a t e  of 10.3 p e r  c e n t ,  w i t h i n  t h e  range of t h e  o f f i c i a l  p r o j e c t i o n ,  w h i l e  
i n t e r e s t  r a t e s  r o s e  s t e e p l y  (Char t  12) .  Over t h e  12 months t o  March 1981, 
113 grew by 11.7 p e r  c e n t .  Despi te  t h e  i n c r e a s e  i n  i n t e r e s t  rates, bank 
l e n d i n g  t o  t h e  Government r o s e  s t r o n g l y  d u r i n g  t h e  f i r s t  h a l f  of 1980/81, a s  
bond sales t o  t h e  nonbank s e c t o r  were weak. I n  p a r t i c u l a r ,  sales of t a p  
s t o c k s  were minimal as s u c c e s s i v e  i n c r e a s e s  i n  t a p  y i e l d s  were followed by 
f u r t h e r  rises i n  secondary market  t r a d i n g  y i e l d s .  The impact on t h e  growth 
of PI3 of t h e  consequent  s h a r p  i n c r e a s e  i n  bank l e n d i n g  t o  t h e  Government 
was, however, p a r t l y  o f f s e t  by a slowdown i n  l e n d i n g  t o  t h e  p r i v a t e  s e c t o r  
(Table  21).  A t  t h e  beginning  of t h e  f i n a n c i a l  y e a r ,  t h e  Reserve Bank had 
advised  t h e  major  t r a d i n g  banks t o  keep t h e  i n c r e a s e  i n  t h e i r  advances t o  a 
ra te  of no more t h a n  10 per  c e n t  per  annum, and d u r i n g  t h e  f i r s t  h a l f  of t h e  
y e a r  t h e  banks adhered t o  t h i s  g u i d e l i n e .  They have a l s o  been reques ted  
t o  show comparable r e s t r a i n t  i n  o t h e r  means by which t h e y  f a c i l i t a t e  o r  
provide  f i n a n c e  t o  t h e  p r i v a t e  s e c t o r .  

The a u t h o r i t i e s  took  a number of measures i n  December 1980. As mentioned 
above, t h e  i n t e r e s t  r a t e  c e i l i n g s  on advances by t r a d i n g  and s a v i n g s  banks 
were r a i s e d ,  and t h o s e  on bank d e p o s i t s  were a b o l i s h e d ;  y i e l d s  on t a p  s t o c k s  
and t h e  y i e l d s  a t  which t h e  Reserve Bank w a s  p repared  t o  t r a d e  from i t s  por t -  
f o l i o  were r a i s e d  f u r t h e r ,  and sales of Treasury  bonds resumed i n  e a r l y  1981; 
i n  s u p p o r t  of t h e  Reserve Bank's g u i d e l i n e  on t h e  growth of advances by t h e  
t r a d i n g  banks,  t h e  SRD r a t i o  w a s  r a i s e d  from 6 p e r  c e n t  t o  7 p e r  c e n t ,  e f f e c -  
t i v e  January 6 ,  1981. I n  response  t o  t h e s e  measures ,  i n t e r e s t  rates r o s e  f u r -  
t h e r .  After an i n c r e a s e  i n  t a p  s t o c k  y i e l d s  i n  January  1981 t o  13.1 per  c e n t ,  
bond s a l e s  t o  t h e  nonbank s e c t o r  resumed. Short-term i n t e r e s t  rates r o s e  
more s t r o n g l y ,  r e f l e c t i n g  t h e  beginning of t h e  s e a s o n a l  l i q u i d i t y  rundown, 
w i t h  a s h a r p  move of t h e  Commonwealth budget i n t o  s u r p l u s  i n  t h e  la t ter  p a r t  
of 1980/81 (Table  23) .  
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Developments i n  o t h e r  monetary aggrega tes  have been broadly  i n  l i n e  
w i t h  t h a t  of Pi3 i n  r e c e n t  years. However, i n  1979 and a g a i n  dur ing  t h e  
second h a l f  of 1980, Ell grew s i g n i f i c a n t l y  f a s t e r  t h a n  M3 ( C h a r t  9) .  This  
development may have been r e l a t e d  t o  t h e  e x c e p t i o n a l l y  f a s t  growth i n  farm 
incomes i n  1979 and t o  t h e  l a te r  s u r g e  i n  c a p i t a l  i n f l o w s ,  which tended t o  
be he ld  i n i t i a l l y  i n  t h e  form of demand d e p o s i t s .  However, w i t h  t h e  s t r o n g  
rise i n  i n t e r e s t  r a t e s  s i n c e  December 1980, M1 has f a l l e n  s l i g h t l y  i n  e a r l y  
1981. Wider monetary a g g r e g a t e s  tended t o  rise s l t g h t l y  f a s t e r  than  113 i n  
r e c e n t  y e a r s  (Table  2 1  and Chart l l ) ,  a development t h a t  probably owed much 
t o  r e l a t i v e  i n t e r e s t  rates,  which were inf luenced  by t h e  c o n s t r a i n t s  on bank 
d e p o s i t  r a t e s .  The r e c e n t  a b o l i t i o n  of t h e  c e i l i n g s  on bank d e p o s i t  rates 
may i n f l u e n c e  t h i s  r e l a t i o n s h i p  i n  t h e  f u t u r e .  Such a s t r u c t u r a l  change 
could a l s o  i n f l u e n c e  t h e  t r e n d  i n c r e a s e  i n  t h e  income v e l o c i t y  of 113. 
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Table 23. Australia: Selected Interest F.ates 

(In per cent per annum; the average) 

Commonwealth Government Securities Trading Banks Bank 
Treasury 3-month Savings Bank Accepted 
notes Bonds fixed Small over- Investment Housing Commercial 

13-week 26-week 2-year 20-year ASB 2/ deposits drafts 51 accounts a/ loans 11 Bills a/ 

1975176 

1976/77 

1971178 

1978179 

1979180 July 
Aug . 
Sept. 
Oct. 
Nov . 
Dec. 
Jan. 
Feb. 
Mar. 
Apr . 
?lay 
June  

1980/81 July 
Aug . 
Sep t . 
Oct. 
Nov . 
Dec. 
Jan. 
Feb. 
Mar. 

6.99 

8.60 

8.35 

9.02 

9.02 
9.02 
9.02 
9.02 
9.02 
9.31 
9.33 
9.25 
10.44 
10.67 
10.92 
10.84 

10.82 
10.59 
10.56 
10.95 
11.47 
12.17 
12.42 
12.68 
12.72 

7.25 

9.12 

8.75 

9.30 

9.30 
9.30 
9.30 
9.30 
9.30 
9.80 
9.73 
9.88 
11.19 
11.02 
11.05 
10.55 

10.73 
10.63 
11.02 
11.78 
11.81 
13.04 
13.26 

13.21 
... 

8.47 

9.88 

8.83 

9.94 

9.94 
9.94 
9.95 
9.94 
9.96 
9.97 
10.38 
10.75 
11.20 
11.40 
11.54 
11.50 

11.34 
11.50 
11.50 
11.58 
12.42 
12.85 
13.10 
13.12 
13.10 

10.20 

10.49 

9.10 

10.10 

10.07 
10.07 
10.07 
10.08 
10.08 
10.08 
10.45 
10.50 
11.20 
11.60 
11.80 
11.79 

11.78 
11.80 
11.78 
11.88 
12.42 
12.60 
13.10 
13.10 
13.10 

9.20 

10.00 

9.00 

9.25 

9.25 
9.25 
9.25 
9.25 
9.25 
9.25 
9.25 
9.25 
9.75 
9.75 
9.75 
0 . 7 5  

10.25 
10.25 
10.25 
10.25 
10.25 
11.50 
11.50 
11.50 
12.25 

7.63 

8.00 

7.63 

7.50 

7 . 5 0  
7.50 
7.50 
7.50 
7.63 
7.63 
7.63 
7.63 
7.75 
8.25 
8.25 
8.25 

8.63 
8.63 
8.63 
9.00 
9.00 
10.50 
10.50 
10.88 
11.13 

10.50 

10.50 

10.50 

10.50 

10.50 
10.50 
10.50 
10.50 
10.50 
10.50 
10.50 
10.50 
10.50 
10.50 
10.50 
10.50 

10.50 
13.50 
10.50 
10.50 
10.50 
12.50 
12.50 
12.50 
12.50 

8.25 

8.50 

8.00 

7.75 

7.75 
7.75 
7.75 
7.75 
7.75 
7.75 
7.88 
7.88 

8.25 
8.25 
8.25 

8.75 
8.75 
9.00 
9.00 
9.00 
9.75 
10.25 
10.25 
10.25 

7.88 

9.88 

9.88 

9.38 

9.13 

9.13 
9.13 
9.13 
9.13 
9.13 
9.13 
9.13 
9.13 
9.63 
9.88 
9.88 
9.88 

10.25 
10.25 
10.25 
10.25 
10.25 
11.00 
11.50 
11.50 
11.50 

10.45 

11.10 

10.80 

10.35 

9.85 
9.85 
10.00 
10.15 
10.25 
10.25 
10.20 
10.10 
12.70 
13.30 
14.05 
13.85 

12.80 
12.20 
11.50 
11.25 
11.40 
12.60 
12.65 
13.90 
14.80 

Source: Reserve Bank of  Australia, Statistical Bulletin. 
- 11 Issue yield. 
- 21 
3/ Australian Savings Bonds were introduced in Jaunary 1976; they have a period to maturity of seven years with 

- 4 1  
- 5 1  
- 61 Subject to special notice and minimum balance requirements. 
- 7 1  
- 8/ Buying yield for 90-day bills. 

Theoretical yield once no-brokerage basis for nonrebate bonds. 

an-interest penalty for early redemption. 
Average o f  range of rates current at end of month for fixed deposits of less than $A 50,000 for 3-6 months. 
Maximum rate f o r  loans drawn under overdraft limits of up to $ A  100,000. 

Average of the range of rates charged on new housing loans to individuals. 
Rates shown are the average of the range on offer. 
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I V .  Balance of Payments 

1. Summary of  medium-term developments i n  t h e  ba l ance  of payments 

Throughout t h e  1960s A u s t r a l i a ' s  c u r r e n t  accoun t  f l u c t u a t e d  between 
approximate ba l ance  and a d e f i c i t  e q u i v a l e n t  t o  some 5 p e r  c e n t  of GDP. T h i s  
was a pe r iod  of  s u b s t a n t i a l  investment  i n  t h e  m i n e r a l  s e c t o r ,  and l a r g e - s c a l e  
p r i v a t e  c a p i t a l  i n f lows  were of s u f f i c i e n t  magnitude t o  f i n a n c e  t h e  c u r r e n t  
accoun t  d e f i c i t  ( C h a r t s  14-16). There was i n  most y e a r s  a n  i n c r e a s e  i n  
f o r e i g n  exchange r e s e r v e s  wh i l e  o v e r s e a s  government d e b t  d e c l i n e d  r e l a t i v e  
t o  GDP. During t h e  l a t e  1960s th rough  1972/73 t h e  c u r r e n t  accoun t  showed a 
marked improvement, mainly r e f l e c t i n g  a pickup i n  t h e  volume of  e x p o r t s  of 
a g r i c u l t u r a l  and i n d u s t r i a l  pr imary p r o d u c t s  as w e l l  as a s h a r p  improvement 
i n  t h e  terms of t r a d e  i n  t h e  l a t t e r  p a r t  of t h i s  p e r i o d ,  l a r g e l y  owing t o  
c o n s i d e r a b l e  i n c r e a s e s  i n  t h e  e x p o r t  p r i ces  of farm p r o d u c t s  ( C h a r t s  1 4  and 
16-19). A t  a n  amount e q u i v a l e n t  t o  some 5 p e r  c e n t  of GDP, p r i v a t e  c a p i t a l  
impor t s  peaked i n  1971/72, when t h e  u n d e r l y i n g  f lows were compounded by 
s p e c u l a t i v e  movements i n  e x p e c t a t i o n  of a n  a p p r e c i a t i o n  of t h e  A u s t r a l i a n  
d o l l a r .  A s  shown i n  Chart  1 4 ,  s u b s e q u e n t l y  b o t h  t h e  c u r r e n t  and c a p i t a l  
a c c o u n t s  d e t e r i o r a t e d .  While t h e  r a t i o  of t h e  c u r r e n t  accoun t  d e f i c i t  t o  
GDP was no l a r g e r  t h rough  t h e  end of  t h e  1970s t h a n  t h e  ave rage  d u r i n g  t h e  
1960s,  t h e  r e l a t i v e  s i z e  of p r i v a t e  c a p i t a l  i n f l o w s ,  a v e r a g i n g  abou t  1 p e r  
c e n t  of GDP,  was s i g n i f i c a n t l y  smaller. The l a t t e r  development was accoun ted  
f o r  by a number of f a c t o r s  which tended t o  d i s c o u r a g e  f o r e i g n  i n v e s t o r s ,  
such  as  A u s t r a l i a ' s  r e l a t i v e l y  poor economic performance i n  t h e  mid-l970s,  
p a r t i c u l a r l y  w i t h  respect t o  i n f l a t i o n ,  reduced demand f o r  raw materials i n  
a n  adve r se  i n t e r n a t i o n a l  economic environment ,  v a r i o u s  r e s t r i c t i o n s  imposed 
on c a p i t a l  f lows and i n d u s t r i a l  d i s p u t e s .  I n  t h e  l i g h t  o f  t h e s e  developments ,  
a major government f o r e i g n  borrowing progrom w a s  unde r t aken  i n  1977 t o  bol-  
s ter  t h e  i n t e r n a t i o n a l  r e s e r v e  p o s i t i o n  ( T a b l e  24 and Char t  1 6 ) .  Aga ins t  
t h e  background of  a s t r e n g t h e n i n g  of t h e  b a l a n c e  on c u r r e n t  accoun t  i n  1979/80 
and of a pickup i n  p r i v a t e  c a p i t a l  i n f l o w s  i n  r e sponse  t o  t h e  rise i n  i n v e s t -  
ment a s s o c i a t e d  w i t h  t h e  development of A u s t r a l i a ' s  ene rgy  and m i n e r a l  
r e s o u r c e s  and t o  f a l l i n g  i n t e r e s t  ra tes  o v e r s e a s  toward t h e  end of t h e  
p e r i o d ,  t h e  o f f i c i a l  o v e r s e a s  borrowing program was wound down s u b s t a n t i a l l y  
( C h a r t s  14-16). Owing t o  t h e  s t r o n g  i n f l o w  of p r i v a t e  c a p i t a l ,  t h e  d e c l i n e  
i n  n e t  o f f i c i a l  r e s e r v e s  was p r a c t i c a l l y  b rough t  t o  a h a l t  by t h e  end of 
1980, n o t w i t h s t a n d i n g  a s t r o n g  rise i n  t h e  d e f i c i t  on c u r r e n t  accoun t  and a 
minor n e t  o u t f l o w  of government c a p i t a l .  

2. Recent ba l ance  of payments developments 

a. The c u r r e n t  account  

The t r e n d  toward a d e t e r i o r a t i o n  of t h e  b a l a n c e  on c u r r e n t  a c c o u n t  o v e r  
t h e  p reced ing  s i x  years was i n t e r r u p t e d  i n  1979/80. The d e f i c i t  f e l l  t o  
$A 1.6 b i l l i o n  (SDR 1.4 b i l l i o n )  o r  abou t  1 1 / 2  p e r  c e n t  of GDP from 
$A 3.2 b i l l i o n  (SDR 2.9 b i l l i o n )  o r  some 3 p e r  c e n t  of GDP i n  the p r e v i o u s  
f i s ca l  y e a r  ( T a b l e s  24-26 and C h a r t s  14 and 1 6 ) .  The s t r e n g t h e n i n g  of t h e  
c u r r e n t  account  i n  1979/80 c h i e f l y  stemmed from f a v o r a b l e  developments i n  
o v e r s e a s  t r a d e ,  w h i l e  t h e  d e f i c i t  on i n v i s i b l e s  c o n t i n u e d  t o  i n c r e a s e .  Owing 
t o  a marked d e c l i n e  i n  t h e  t r a d e  s u r p l u s ,  on a s e a s o n a l l y  a d j u s t e d  b a s i s  the  
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c u r r e n t  account  d e f i c i t  r o s e  i n  t h e  f i r s t  h a l f  of 1980/81 t o  $A 2.4 b i l l i o n  
(SDR 2.1 b i l l i o n )  o r  3 1 /2  p e r  c e n t  of GDP, compared wi th  a l e v e l  of some 
$A 0.8 b i l l i o n  (SDR 0.7 b i l l i o n ) ,  e q u i v a l e n t  t o  about  1 1 / 2  p e r  c e n t  of GDP 
i n  t h e  preceding  two h a l f  y e a r s .  Pre l iminary  d a t a  f o r  t h e  f i r s t  n i n e  months 
of 1980/81 show a d e f i c i t  on c u r r e n t  account  of about  $A 3.7 b i l l i o n ,  com- 
pared w i t h  one of $A 1.1 b i l l i o n  a y e a r  ear l ier .  

(1) Fore ign  t r a d e  

The t r a d e  s u r p l u s  ( b a l a n c e  of payments b a s i s )  which tended t o  
d e c l i n e  d u r i n g  t h e  p a s t  t h r e e  f i s c a l  y e a r s ,  improved by more t h a n  $A 2 b i l -  
l i o n  t o  r e a c h  $A 2.8 b i l l i o n  i n  1979/80 (Table  24).  This  s t r e n g t h e n i n g  was 
a t t r i b u t a b l e  t o  t h e  r e l a t i v e l y  subdued c y c l i c a l  p o s i t i o n  of A u s t r a l i a  com- 
pared w i t h  p a r t n e r  c o u n t r i e s ;  t o  t h e  r e s t o r a t i o n  of i n t e r n a t i o n a l  compet i t ive-  
n e s s ,  which c o n t r i b u t e d  t o  r e c e n t  g a i n s  i n  market s h a r e s ;  as w e l l  as t o  
f a c t o r s  a f f e c t i n g  i n d i v i d u a l  commodities and markets  ( T a b l e s  26-31 and 
Chart  20). For t h e  n i n e  months t o  March 1981, p r e l i m i n a r y  d a t a  show a marked 
d e t e r i o r a t i o n  of t h e  t r a d e  ba lance  t o  a d e f i c i t  of some $A 0.2 b i l l i o n  from a 
s u r p l u s  of about  $A 2 b i l l i o n  a year  ea r l ie r .  The turnaround mainly stemmed 
from a d v e r s e  developments i n  e x p o r t  marke ts ,  poor c r o p s ,  and o t h e r  s p e c i a l  
f a c t o r s  a f f e c t i n g  e x p o r t s  and impor ts ,  as w e l l  as from a worsening of t h e  
terms of t r a d e .  

I n  1979/80 t h e  growth i n  r e c e i p t s  from merchandise e x p o r t s  1/ almost 
doubled t o  a ra te  of 32 p e r  c e n t ,  r e f l e c t i n g  an  i n c r e a s e  i n  v o l u m e s b y  about 
15.5 p e r  c e n t  and i n  u n i t  v a l u e s  by some 14 p e r  c e n t .  The pickup i n  expor t  
e a r n i n g s  w a s  p a r t l y  t h e  e f f e c t  of f o r t u i t o u s  c i rcumstances  wi th  r e s p e c t  t o  
c e r t a i n  commodities. As shown i n  T a b l e s  27 and 29-31, a g r i c u l t u r a l  e x p o r t s  
recorded a p a r t i c u l a r l y  f a v o r a b l e  performance. There was a s t r o n g  growth i n  
shipments of wheat th rough t h e  f i r s t  h a l f  of t h e  f i s c a l  year f a c i l i t a t e d  by 
two s u c c e s s i v e  good crops .  Moreover, e x p o r t e r s  of r u r a l  p roducts  b e n e f i t e d  
from t h e  fac t  that t h e  ba lance  between world demand and supply  a s  t o  many 
farm products  ( i n c l u d i n g  g r a i n s ,  s u g a r ,  wool, and b e e f )  l e d  t o  s u b s t a n t i a l  
g a i n s  i n  p r i c e s  ( C h a r t s  18 and 19) .  It w a s  a g a i n s t  t h i s  background t h a t  
t r a d e  i n  food products  accounted f o r  most of t h e  improvement i n  t h e  t r a d e  
balance i n  1979/80 (Table  30) .  Export  e a r n i n g s  on m i n e r a l s ,  metals, and 
c o a l  were f a v o r a b l y  a f f e c t e d  by a pickup i n  c o a l  shipments  i n  t h e  e a r l y  p a r t  
of t h e  f i s ca l  year and t h e  upsurge i n  commodity p r i c e s  on i n t e r n a t i o n a l  mar- 
k e t s  toward t h e  end of 1979 and t h e  beginning  of 1980, f u e l e d  i n  p a r t  by 
s p e c u l a t i v e  f o r c e s .  

The cont inued n o t a b l e  i n c r e a s e  i n  e x p o r t s  of manufactures  can be 
expla ined  i n  p a r t  by t h e  s u b s t a n t i a l  improvement i n  t h e  c o s t  and p r i c e  com- 
p e t i t i v e n e s s  of t h e  A u s t r a l i a n  economy i n  t h e  preceding  years. As a r e s u l t  
of t h e  d e v a l u a t i o n  i n  l a t e  1976 and of subsequent  exchange r a t e  developments,  
t h e  e f f e c t i v e  rate of t h e  A u s t r a l i a n  d o l l a r  2/ f e l l  by about  18 p e r  c e n t  

1/ Unless  o t h e r w i s e  s t a t e d ,  t h e  t r a d e  d a t a  r e f e r r e d  t o  below are  on a 
customs b a s i s  and d e v i a t e  somewhat from t h o s e  on a b a l a n c e  of payments b a s i s ,  
owing t o  d i f f e r e n c e s  i n  coverage ,  t i m i n g ,  and v a l u a t i o n .  

2/  C a l c u l a t i o n s  based on weights  d e r i v e d  from t h e  Fund's P l u l t i l a t e r a l  
ExFhange Rate Model (MERN). 

- 
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fUSTRFK,IR 
PRIVRTE CRPlTRL FLOWS RND INTEREST RRTES 
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Sources:  A u s t r a l i a n  Bureau of S t a t i s t i c s ,  Balance of Payments; Morgan Guar- 
an ty  Trus t ,  World F i n a n c i a l  Markets. 
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- 1/ N e t  flow t o  p r i v a t e  non-monetary s e c t o r  exc luding  u n d i s t r i b u t e d  income of 
f o r e i g n  companies. 
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CHART 18 

AUSTRFlLlA 
DEVELOPMENTS OF SELECTED COMMODITY EXPORTS 

[Index: 1970=100; SeasonaLLy Adjusted, I n  Volume ?erns1 
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between t h e  t h i r d  q u a r t e r  of t h e  l a t t e r  year and t h e  las t  q u a r t e r  of  1979. 
T h i s ,  combined w i t h  t h e  development i n  c o s t  and p r i c e  i n c r e a s e s  i n  A u s t r a l i a  
r e l a t i v e  t o  major t r a d i n g  p a r t n e r s  and c o m p e t i t o r s ,  l e d  t o  a real e f f e c t i v e  
d e p r e c i a t i o n ,  a d j u s t e d  f o r  r e l a t i v e  consumer p r i c e s ,  of  some 16.5 p e r  c e n t  
over  t h e  above p e r i o d ,  wh i l e  t h e  e f f e c t i v e  r a t e  a d j u s t e d  f o r  r e l a t i v e  whole- 
sa le  prices i n  manufac tu r ing  f e l l  by abou t  11 p e r  c e n t .  I n  1979, on a n  annua l  
a v e r a g e ,  t h e  rea l  e f f e c t i v e  r a t e  a d j u s t e d  f o r  r e l a t i v e  u n i t  l a b o r  c o s t s  i n  
manufac tu r ing  was about  12.5 p e r  c e n t  lower t h a n  i n  1976 ( C h a r t s  20 and 21) .  

The commodity compos i t ion  of e x p o r t s  ( T a b l e s  29 and 30) r e f l e c t s  
A u s t r a l i a ' s  p o s i t i o n  as a n  e x p o r t e r  of pr imary p r o d u c t s .  However, w h i l e  t h e  
p r o p o r t i o n  of a g r i c u l t u r a l  and p a s t o r a l  e x p o r t s  h a s  d e c l i n e d  from 62 p e r  c e n t  
of t h e  t o t a l  i n  1967/68 t o  46 p e r  c e n t  i n  1979/80, e x p o r t s  of b o t h  manufac- 
t u r e s  and m i n e r a l s  have grown i n  r e l a t i v e  importance.  Manufactured e x p o r t s  
accounted f o r  24 p e r  c e n t  of t o t a l  e x p o r t s  i n  1979/80 compared w i t h  17 p e r  
c e n t  i n  1967/68, wh i l e  t h e  c o r r e s p o n d i n g  s h a r e s  f o r  m i n e r a l s  were 24 p e r  
c e n t  and 15 p e r  c e n t ,  r e s p e c t i v e l y .  The c o n t r i b u t i o n  of major  commodity 
c a t e g o r i e s  t o  t h e  development of  t h e  t r a d e  b a l a n c e ,  p r i m a r i l y  r e f l e c t i n g  t h e  
b a s i c  s t r u c t u r e  of e x p o r t s ,  i s  shown i n  Tab le  30. 

A u s t r a l i a ' s  major e x p o r t  markets  are Japan (which i s  t h e  p r i n c i p a l  mar- 
k e t  f o r  m i n e r a l  and a g r i c u l t u r a l  e x p o r t s ) ,  Europe, and t h e  United S t a t e s  
(Tab les  32-34). New Zealand, ASEAN c o u n t r i e s ,  1/ and Papua New Guinea are 
t h e  impor t an t  marke t s  f o r  manufactured goods exports. I n  1979/80 t h e r e  w a s  
a p a r t i c u l a r l y  r a p i d  expans ion  of e x p o r t s  t o  c e n t r a l l y  planned economies,  t o  
o i l  producing and non-oi l  producing deve lop ing  c o u n t r i e s ,  and t o  some EC 
c o u n t r i e s ,  w i t h  A u s t r a l i a n  e x p o r t s  t o  most of  t h e s e  areas comparing f a v o r a b l y  
w i t h  t h o s e  of i n d u s t r i a l  c o u n t r i e s  a s  a whole. T h i s  development i s  l i k e l y  
t o  r e f l e c t  i n  p a r t  t h e  r e s t o r e d  c o m p e t i t i v e n e s s  of  A u s t r a l i a n  s u p p l i e r s ,  but  
t h e  s p e c i a l  f a c t o r s  b o o s t i n g  e x p o r t  e a r n i n g s  i n  i n d i v i d u a l  commodity markets 
a l s o  p l ayed  a r o l e  ( T a b l e s  33-35 and Charts 18 and 1 9 ) .  The s h a r p  p i ckup  i n  
e x p o r t s  t o  t h e  c e n t r a l l y  planned economies w a s  a t t r i b u t a b l e  t o  t h e  f a c t  t h a t  
t h e  v a l u e  of wheat shipments  t o  China and t h e  U.S.S.R. su rged  from $A 150 m i l -  
l i o n  i n  1978/79 t o  $A 900 m i l l i o n  i n  1979/80. 

According t o  p r e l i m i n a r y  f i g u r e s  on a b a l a n c e  of payments b a s i s  f o r  t h e  
n i n e  months t o  Harch 1981, t h e  v a l u e  of e x p o r t s  r o s e  by 1.5 p e r  c e n t  as  a g a i n s t  
a year b e f o r e .  The weakening of e x p o r t s  r e f l e c t e d  i n  p a r t  t h e  s l u g g i s h n e s s  
of f o r e i g n  demand ( T a b l e  281, b u t  a l s o  s p e c i a l  f a c t o r s .  D e l i v e r i e s  of r u r a l  
p r o d u c t s  were a d v e r s e l y  a f f e c t e d  by widespread d rough t  c o n d i t i o n s  i n  1980, 
and shipments  of wheat and c o a l  were hampered by s t r i k e s .  Moreover, t h e r e  
w a s  a d e c l i n e  i n  metal prices, a l b e i t  g r a i n  and s u g a r  p r i c e s  were f i r m e r .  

With a d e c l i n e  i n  t h e  volume of merchandise  i m p o r t s  of about  1 p e r  c e n t  
and a n  a c c e l e r a t i o n  of import  p r i c e s  t o  some 19  p e r  c e n t ,  t h e  v a l u e  of  impor t s  
i n c r e a s e d  by 17.5 p e r  c e n t  i n  1979/80. The modera t ion  of import  growth 
r e l a t i v e  t o  t h a t  of GDP s i n c e  1976 may have p a r t l y  r e f l e c t e d  t h e  dampening 
e f f e c t  of  t h e  rea l  e f f e c t i v e  d e p r e c i a t i o n  of t h e  A u s t r a l i a n  d o l l a r  (Table  28 
and Chart  20).  The r e d u c t i o n  i n  t h e  volume of  i m p o r t s  i n  1979/80 w a s  mainly 

I/ Flembers of t h e  A s s o c i a t i o n  of South-East Asian Na t ions  (ASEAN) i n c l u d e  
InTones i a  , Nalays i a  , t h e  P h i l i p p i n e s  , Singapore ,  and T h a i l a n d .  
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a t t r i b u t a b l e  t o  developments i n  t h e  f i r s t  h a l f  of t h e  f i s c a l  year ,  when 
impor t s  f e l l  by 3 p e r  c e n t .  The p r i n c i p a l  f a c t o r  accoun t ing  f o r  t h e  d e c l i n e  
was t h e  t iming  of t h e  investment  a l lowance,  which was reduced i n  J u l y  1979. 
The measure r e s u l t e d  i n  a c o n c e n t r a t i o n  of impor t s  of equipment i n  1978 and 
e a r l y  1979, fol lowed by a marked weakening i n  t h e  subsequent  p e r i o d  (Tab le  31 ) .  
Although t h e  q u a n t i t y  of f u e l  impor t s ,  r e p r e s e n t i n g  a lmos t  e x c l u s i v e l y  
petroleum and petroleum p r o d u c t s ,  grew o n l y  moderately i n  1979/80, owing t o  
t h e  i n c r e a s e  i n  o i l  p r i c e s ,  t h e  v a l u e  of such impor t s  r o s e  by 85 p e r  c e n t  and 
t h e  co r re spond ing  component of the t r a d e  b a l a n c e  showed a n e g a t i v e  swing of 
some $A 0.7 b i l l i o n  ( T a b l e s  30 and 31) .  

The commodity d i s t r i b u t i o n  of impor t s  i s  dominated by i n t e r m e d i a t e  
i n p u t s  and c a p i t a l  equipment (Table  3 0 ) ,  p a r t l y  because of t h e  h i g h  l e v e l s  
of  p r o t e c t i o n  accorded t o  domes t i c  p r o d u c t i o n  of consumption goods. The EC, 
t h e  United S t a t e s ,  and Japan remain t h e  most impor t an t  s o u r c e s  of imports  
f o r  A u s t r a l i a  (Tab le s  32 and 33 ) .  The e v o l u t i o n  of t h e  area d i s t r i b u t i o n  
of  impor t s  over  t h e  l a s t  decade i s  p resen ted  i n  Table  36. It shows t h e  
d e c l i n i n g  s h a r e  of impor t s  from major  developed c o u n t r i e s ,  t h e  r ise  of t h e  
Middle East ,  ASEAN and o t h e r  A s i a ,  and t h e  f a i r l y  c o n s t a n t  s h a r e s  f o r  t h e  
I n d i a n  s u b c o n t i n e n t ,  t h e  P a c i f i c ,  and A f r i c a .  In  t h e  c a s e  of t h e  Pliddle 
East  and ASEAN, t h e  growth i n  impor t s  i s  e x p l a i n e d  mainly by petroleum. Crude 
petroleum i s  imported from t h e  Middle East and I n d o n e s i a ,  w h i l e  Singapore i s  
a major s u p p l i e r  of r e f i n e d  pe t ro l eum p roduc t s .  O f  t h e  nonpetroleum e x p o r t e r s ,  
Taiwan, Korea, and Hong Kong show a s t r o n g  growth i n  import  s h a r e s .  I n  t h e  
1979180 f i n a n c i a l  year ,  t h e  s t r o n g  growth i n  imports  from I n d o n e s i a ,  from 
Middle East c o u n t r i e s ,  a s  w e l l  as from S ingapore ,  r e f l e c t e d  o i l  price rises; 
impor t s  from China a l s o  i n c r e a s e d  s i g n i f i c a n t l y  but  con t inued  t o  c o n s t i t u t e  
on ly  a small s h a r e  of t o t a l  impor t s .  

On p r e l i m i n a r y  d a t a ,  t h e  v a l u e  of i m p o r t s  on a b a l a n c e  of payments b a s i s  
r o s e  i n  t h e  f i r s t  n i n e  months of 1980/81 by about  20 pe r  c e n t  as  a g a i n s t  t h e  
same p e r i o d  of t h e  p reced ing  f i s c a l  yea r .  I n c r e a s e s  o c c u r r e d  i n  most commodity 
classes,  but  f u e l  i m p o r t s ,  e n t i r e l y  owing t o  h i g h e r  p r i c e s ,  and impor t s  of 
c a p i t a l  goods,  a s s o c i a t e d  w i t h  t h e  pickup i n  inves tmen t  i n  r e s o u r c e  develop- 
ments ,  s tood o u t .  Moreover, i n  March 1981 i n p o r t s  were boosted by t h e  
d e l i v e r y  of a Navy f r i g a t e  and of o t h e r  s h i p s .  

A u s t r a l i a ' s  terms of t r a d e  d e t e r i o r a t e d  s t e a d i l y  i n  t h e  1973174-1977178 
p e r i o d  ( C h a r t  1 7 )  as world prices of r u r a l  p r i m a r y  p r o d u c t s  c o l l a p s e d .  
There w a s  some recovery i n  1978/79,  a l t h o u g h  t h e  terms of t r a d e  remained 
w e l l  below b o t h  t h e  peaks r e g i s t e r e d  i n  1972173 and t h e  a v e r a g e  of t h e  p a s t  
20 y e a r s .  Mainly because of t h e  r i se  of f u e l  prices by abou t  80 p e r  c e n t  
t h e  terms of t r a d e  d e t e r i o r a t e d  a g a i n  i n  1979180 by a lmos t  4 p e r  c e n t ,  no t -  
w i t h s t a n d i n g  the f a v o r a b l e  e f f e c t  of commodity p r i c e s  on t h e  development of 
e x p o r t  p r ices  ( T a b l e  28 and C h a r t s  1 7  and 1 9 ) .  

( 2 )  The i n v i s i b l e s  accoun t  

A f e a t u r e  of A u s t r a l i a ' s  b a l a n c e  of payments h a s  been t h e  s t e a d y  
n e t  i n v i s i b l e s  d e f i c i t  a s  a p e r c e n t a g e  of G D P ,  which has  been seldom o u t  of 
t h e  3.4-3.7 p e r  c e n t  range i n  t h e  l a s t  t e n  y e a r s .  A u s t r a l i a ' s  remote geo- 
g r a p h i c  p o s i t i o n  ( a s  w e l l  as  t h e  l a r g e  p r o p o r t i o n  of t r a d e  c a r r i e d  by f o r e i g n  
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s h i p p i n g  l i n e s )  r e s u l t s  i n  h i g h  t r a n s p o r t a t i o n  cha rges .  The t o u r i s t  b a l a n c e  
h a s  been i n  d e f i c i t ,  a l t h o u g h  t h e  A u s t r a l i a n  t o u r i s t  i n d u s t r y  h a s  r e g i s t e r e d  
r a p i d  growth i n  e a r n i n g s  ove r  t h e  p a s t  few years. A major d e b i t  i t e m  on t h e  
i n v i s i b l e s  accoun t  has  been n e t  p r o p e r t y  income, a l a r g e  p o r t i o n  of which 
c o n s i s t s  of u n d i s t r i b u t e d  income of foreign-owned e n t e r p r i s e s .  A c o n t r i b u t -  
ing f a c t o r  t o  t h e  r a p i d  growth of p r o p e r t y  income d e b i t s  h a s  been t h e  h i g h e r  
c o s t  of government borrowing over  t h e  t h r e e  years th rough  1978/79. T h i s  
item r o s e  t o  $A 374 m i l l i o n  i n  1979/80 from $A 297 m i l l i o n  i n  1978/79. The 
s t r u c t u r a l  n e t  ou t f low of u n r e q u i t e d  t r a n s f e r s  i n  t h e  b a l a n c e  of payments i s  
a t t r i b u t a b l e  t o  A u s t r a l i a ’ s  a i d  program t o  deve lop ing  c o u n t r i e s .  

The d e f i c i t  on t h e  i n v i s i b l e s  accoun t  i n c r e a s e d  by $A 0.6 b i l l i o n  t o  
$A 4.4 b i l l i o n  i n  1979/80 (Tab le  26) .  The d e b i t  items showing t h e  most 
r a p i d  growth were t r a n s p o r t a t i o n ,  p r o p e r t y  income payable  o v e r s e a s  on d i r e c t  
i n v e s t m e n t ,  and d e b t  s e r v i c e  c h a r g e s ;  t h e  d e b t  s e r v i c e  r a t i o  was t h e  equiva-  
l e n t  of about  h a l f  of one month’s e x p o r t s  of goods and s e r v i c e s .  I n  t h e  
f i r s t  n i n e  months of 1980/81, t h e  i n v i s i b l e s  d e f i c i t  i n c r e a s e d  t o  about  
$A 3.5 b i l l i o n  from $A 3.1 b i l l i o n  a y e a r  e a r l i e r .  

b. The c a p i t a l  accoun t  

The o v e r a l l  n e t  i n f l o w  of c a p i t a l  f e l l  from $A 3.1 b i l l i o n  i n  1978/79 t o  
$A 1.3 b i l l i o n  i n  1979/80. The s h a r p  d e c l i n e  was t h e  r e s u l t  of b o t h  a reduc- 
t i o n  i n  p r i v a t e  c a p i t a l  impor t s  i n  t h e  h a l f  year t o  December 1979 and a 
s c a l i n g  down of government borrowing abroad.  P r e l i m i n a r y  d a t a  i n d i c a t e  t h a t  
i n  t h e  f i r s t  n i n e  months of 1980/81 t h e r e  w a s  a r ise  i n  n e t  a p p a r e n t  c a p i t a l  
impor t s  t o  a lmos t  $A 4 b i l l i o n  from $A 0.5 b i l l i o n  a y e a r  b e f o r e ,  p r i n c i p a l l y  
accounted f o r  by p r i v a t e  cap i ta l  t r a n s a c t i o n s .  

(1) P r i v a t e  c a p i t a l  f l ows  

Net p r i v a t e  c a p i t a l  i n f l o w s  ( i n c l u d i n g  t h e  b a l a n c i n g  i t e m )  f e l l  from 
abou t  $A 1.8 b i l l i o n  i n  1978/79 t o  $A 1.3 b i l l i o n  i n  1979/80. The accoun t  
weakened c o n s i d e r a b l y  i n  t h e  f i r s t  h a l f  of 1979/80, a g a i n s t  t h e  background 
of s h a r p  i n c r e a s e s  i n  i n t e r e s t  ra tes  i n  major  o v e r s e a s  f i n a n c i a l  marke t s  
r e l a t i v e  t o  t h o s e  i n  A u s t r a l i a  ( T a b l e  37  and Charts 15, 22, and 23 ) .  Moreover, 
i n  l i n e  w i t h  r e c o r d  wheat e x p o r t s ,  t h e r e  w a s  a s i z a b l e  i n c r e a s e  i n  n e t  c r e d i t  
e x t e n s i o n s  abroad by marke t ing  a u t h o r i t i e s .  In  o r d e r  t o  d i s c o u r a g e  a n o t a b l e  
s h i f t  i n  t r a d e  f i n a n c i n g  from o v e r s e a s  t o  domes t i c  s o u r c e s ,  t h e  Reserve Bank 
ma in ta ined  t h e  d i s c o u n t  on t h e  forward exchange ra te  of t h e  U.S. d o l l a r  
b r o a d l y  i n  l i n e  w i t h  t h e  r i s i n g  i n t e r e s t  r a t e  d i f f e r e n t i a l .  P r i v a t e  long-term 
c a p i t a l  impor t s  were augmented c o n s i d e r a b l y  i n  t h e  second h a l f  o f  t h e  f i s c a l  
y e a r  i n  t h e  l i g h t  of t h e  growing a t t r a c t i v e n e s s  of A u s t r a l i a ’ s  n a t u r a l  
r e s o u r c e s  i n  a n  u n c e r t a i n  world economic climate and of t e m p o r a r i l y  f a l l i n g  
i n t e r e s t  r a t e s  i n  o v e r s e a s  c a p i t a l  marke t s  i n  t h e  l a t t e r  par t  of t h e  p e r i o d .  

A s  A u s t r a l i a n  e q u i t i e s  c o n t i n u e d  t o  a t t r a c t  f o r e i g n  i n v e s t o r s  and over- 
seas borrowing r e l a t e d  t o  s e v e r a l  l a r g e  r e s o u r c e  development p r o j e c t s  began, 
t h e  ba l ance  on p r i v a t e  c a p i t a l  i n  t h e  f i r s t  h a l f  of  1980/81 improved f u r t h e r ,  
d e s p i t e  s i g n i f i c a n t l y  h i g h e r  i n t e r e s t  r a t e s  o v e r s e a s .  P r e l i m i n a r y  d a t a  f o r  
the March q u a r t e r  of 1981 show t h a t ,  w i t h  a movement of t h e  i n t e r e s t  r a t e  
d i f f e r e n t i a l  toward f a v o r i n g  o v e r s e a s  f i n a n c i n g ,  n e t  p r i v a t e  c a p i t a l  i n f l o w s  
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s t r e n g t h e n e d  aga in .  During t h e  f i r s t  n i n e  months of 1980/81, they amounted 
t o  some $A 3.8 b i l l i o n ,  compared w i t h  about  $A 0.5 b i l l i o n  i n  t h e  same per iod  
of t h e  prev ious  f i s c a l  year .  

( 2 )  Government borrowing 

The bulk of government o v e r s e a s  borrowing from 1977 t o  1979 was 
in tended  t o  main ta in  f o r e i g n  r e s e r v e s  a t  a s a t i s f a c t o r y  l e v e l .  Accordingly,  
t h e  marked improvement i n  t h e  c u r r e n t  account  i n  t h e  f i r s t  h a l f  of 1979/80 
and t h e  s t r e n g t h e n i n g  of t h e  ba lance  on p r i v a t e  c a p i t a l  i n  t h e  subsequent 
per iod  enabled t h e  Commonwealth Government t o  wind down s i g n i f i c a n t l y  i t s  
o v e r s e a s  borrowing program (Tables  24 and 37,  and Chart 16) .  During 1979/80 
g r o s s  f o r e i g n  borrowing by t h e  Government t o t a l e d  $ A  0.5 b i l l i o n ,  compared 
w i t h  $A 1.6 b i l l i o n  i n  t h e  prev ious  f i s c a l  y e a r .  O f f i c i a l  l o a n s  i n  1979/80 
were r a i s e d  i n  Japan and i n  Germany. Net borrowing of about  $A 0.2 b i l l i o n  
w a s  more t h a n  o f f s e t  by o t h e r  government c a p i t a l  t r a n s a c t i o n s ,  p r i n c i p a l l y  
r e l a t e d  t o  prepayments on d e l i v e r i e s  of d e f e n s e  equipment.  I n  t h e  f i r s t  
h a l f  of 1980/81, o n l y  one overseas  l o a n  was r a i s e d  ( i n  d e u t s c h e  mark equiva- 
l e n t  t o  $A 94 m i l l i o n )  t o  r e f i n a n c e  a n  ear l ie r  borrowing, and ,  a f t e r  t a k i n g  
account  of redemptions,  t h e  government c a p i t a l  account  w a s  s u b s t a n t i a l l y  i n  
ba lance  (Table  37) .  A minor n e t  in f low i n  t h e  March q u a r t e r  of 1981 was 
connected w i t h  t h e  d e l i v e r y  of a Navy f r i g a t e  on which prepayments had been 
made ear l ie r  by t h e  Government. 

S i n c e  t h e  end of 1975, A u s t r a l i a  has  borrowed abroad about  $ A  4 1 / 2  b i l -  
l i o n .  Most of t h i s  amount w a s  r a i s e d  dur ing  t h e  per iod  of expanded o f f i c i a l  
o v e r s e a s  borrowings between September 1977 and e a r l y  1980. O f f i c i a l  overseas  
debt  s t i l l  amounts t o  only  4.2 per  c e n t  of GDP,  compared with 5 per  c e n t  t e n  
years ago and over  1 0  p e r  c e n t  20 y e a r s  ago. About $A 2.7 b i l l i o n  w i l l  mature 
i n  t h e  f i v e  y e a r s  t o  1985/86, peaking i n  1983/84 when about  $A 0.7 b i l l i o n  
w i l l  mature.  

3. Aid t o  deve loping  c o u n t r i e s  

I n  1979/80 A u s t r a l i a n  O f f i c i a l  Development A s s i s t a n c e  (ODA) on an  encash- 
ment b a s i s  amounted t o  $A 500 m i l l i o n ,  e q u i v a l e n t  t o  0.44 per  c e n t  of GDP,  
compared w i t h  a l e v e l  of $A 460 m i l l i o n  o r  0.45 p e r  c e n t  of GDP i n  1978/79. 
The most n o t a b l e  i n c r e a s e  was i n  m u l t i l a t e r a l  a i d ,  which accounted f o r  17.9 per  
c e n t  o f  ODA i n  1979/80, a s  a g a i n s t  1 5  p e r  c e n t  i n  t h e  preceding f i s c a l  year .  
For 1980/81 o f f i c i a l  a i d  i s  e s t i m a t d  a t  $A 548 m i l l i o n ,  an  i n c r e a s e  of 9.5 per 
c e n t  over  t h e  preceding  f i s c a l  y e a r ,  w i t h  m u l t i l a t e r a l  a i d  r i s i n g  by 14.3 p e r  
c e n t  t o  18.6 per  c e n t  of ODA (Table  38) .  A major p o r t i o n  of b i l a t e r a l  a i d  
f lows t o  Papua N e w  Guinea, w i t h  most of t h e  b a l a n c e  be ing  d i r e c t e d  toward 
o t h e r  South P a c i f i c  and Asian c o u n t r i e s .  P r a c t i c a l l y  a l l  A u s t r a l i a n  o f f i c i a l  
a i d  i s  provided as g r a n t s  and n e a r l y  t h r e e  q u a r t e r s  of i t  i s  u n t i e d .  

On a d e p o s i t  b a s i s  (OECD-DAC c o n c e p t ) ,  o v e r a l l  development a i d  amounted 
t o  some $A 778 m i l l i o n  i n  1979. Of t h i s ,  ODA accounted f o r  $A 554 m i l l i o n ,  
e q u i v a l e n t  t o  0.52 p e r  c e n t  of GDP, compared w i t h  a n  OECD average  of 0.35 p e r  
c e n t  t h e  same year .  
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4. I n t e r n a t i o n a l  r e s e r v e s  

A t  t h e  end of June  1980, A u s t r a l i a ' s  o f f i c i a l  f o r e i g n  r e s e r v e s  amounted 
t o  $A 5 , 6 8 1 m i l l i o n .  The e n t i r e  i n c r e a s e  of $A 1,796 m i l l i o n  ove r  1979/80 w a s  
a t t r i b u t a b l e  t o  t h e  monthly ad jus tmen t  i n  t h e  v a l u e  of g o l d  and o t h e r  r e s e r v e  
h o l d i n g s ,  which more t h a n  o f f s e t  t h e  r e d u c t i o n  of r e s e r v e s  due t o  b a l a n c e  of 
payments t r a n s a c t i o n s  t h a t  occu r red  d u r i n g  t h e  f i r s t  h a l f  of  t h e  f i s c a l  y e a r  
(Tab le  3 9 ) .  Over t h e  n i n e  months t o  Elarch 1981, o f f i c i a l  r e s e r v e s  f e l l  
modera t e ly ,  owing t o  t h e  f a c t  t h a t  w i t h  t h e  d e c l i n e  i n  t h e  go ld  p r i c e  and 
t h e  a p p r e c i a t i o n  of t h e  A u s t r a l i a n  d o l l a r ,  t h e  v a l u a t i o n  a d j u s t m e n t s  i tem 
became n e g a t i v e ,  w h i l e  b a l a n c e  of payments t r a n s a c t i o n s  boosted r e s e r v e s  by 
about  $A 300 m i l l i o n .  A t  t h e  end of March 1981, o f f i c i a l  r e s e r v e s  amounted 
t o  $A 5 ,153 m i l l i o n ,  e q u i v a l e n t  t o  t h r e e  months' merchandise  impor t s .  With 
g o l d  va lued  a t  SDR 35 per  f i n e  t r o y  ounce,  i n t e r n a t i o n a l  r e s e r v e s  t o t a l e d  
SDR 1 , 9 5 9  m i l l i o n ,  of which g o l d  accounted f o r  14 p e r  c e n t  and f o r e i g n  exchange 
f o r  69 p e r  c e n t  (Table  39) .  A u s t r a l i a  w a s  a l l o c a t e d  SDR 82.2 m i l l i o n  i n  
Janua ry  1980 and SDR 80.6 m i l l i o n  i n  Janua ry  1981. 

5.  Developments i n  t h e  exchange ra te  

Given t h e  s t r e n g t h e n i n g  of t h e  b a l a n c e  of payments i n  1980 and t h e  
e a r l y  p a r t  of  1981, t h e  e f f e c t i v e  d e p r e c i a t i o n  of t h e  A u s t r a l i a n  d o l l a r  
through t h e  end of 1979 h a s  been fol lowed by a g r a d u a l  r ise i n  t h e  e f f e c t i v e  
r a t e  (Tab le  40 and C h a r t s  21 and 2 4 ) .  Between December 1979 and Plarch 1981, 
t h e  v a l u e  of t h e  A u s t r a l i a n  d o l l a r  i n  terms of t h e  o f f i c i a l  trade-weighted 
b a s k e t  of  c u r r e n c i e s  r o s e  by c l o s e  t o  7 pe r  c e n t  and of t h e  MEN1 e f f e c t i v e  
ra te  by 1 2  p e r  c e n t .  The d i s c r e p a n c y  between t h e  a p p r e c i a t i o n  measured by 
t h e  two e f f e c t i v e  ra tes  p r i n c i p a l l y  stems from t h e  f a c t  t h a t  t h e  A u s t r a l i a n  
d o l l a r  a p p r e c i a t e d  s t r o n g l y  v i s -3 -v i s  t h e  EMS c u r r e n c i e s ,  whose MEN1 we igh t s  
a r e  s u b s t a n t i a l l y  h i g h e r  t h a n  t h o s e  based on b i l a t e r a l  t r a d e  r e l a t i o n s h i p s ,  
wh i l e  i t  d e p r e c i a t e d  a g a i n s t  t h e  yen,  whose MEN1 we igh t  i s  c o n s i d e r a b l y  lower 
t h a n  i t s  b i l a t e r a l  t r a d e  weight .  1/ Over t h e  above p e r i o d ,  t h e  exchange rate 
of t h e  A u s t r a l i a n  d o l l a r  r o s e  by abou t  6 p e r  c e n t  a g a i n s t  t h e  U.S. d o l l a r  and 
by  s o m e  5 pe r  c e n t  a g a i n s t  t h e  pound s t e r l i n g .  However, the a p p r e c i a t i o n  
was abou t  28 p e r  c e n t  v i s -2 -v i s  t h e  d e u t s c h e  mark and of a similar o r d e r  
of  magnitude toward most o t h e r  ENS c u r r e n c i e s ,  w h i l e  t h e r e  w a s  a d e p r e c i a t i o n  
of some 7 p e r  c e n t  v i s -2 -v i s  t h e  yen. 

1 /  I n  t h e  computa t ion  of e f f e c t i v e  exchange rates based on t h e  Plult i-  
l a t e r a l  Exchange Rate  Elodel (MENI) of t h e  Fund, t h e  we igh t s  r e p r e s e n t  t h e  
e f f e c t ,  c a l c u l a t e d  from t h e  NEW, on t h e  home c o u n t r y ' s  t r a d e  b a l a n c e  of  a 
change of 1 p e r  c e n t  i n  t h e  exchange ra te  of e a c h  f o r e i g n  cu r rency  i n  terms 
of t h e  home c u r r e n c y .  I n  t h e  o f f i c i a l  i ndex  of  t h e  v a l u e  of t h e  A u s t r a l i a n  
d o l l a r  v i s - % v i s  a b a s k e t  of c u r r e n c i e s ,  t h e  w e i g h t s  r e f l e c t  t h e  i n d i v i d u a l  
c o u n t r i e s '  t o t a l  t r a d e ,  i .e. ,  e x p o r t s  p l u s  i m p o r t s ,  w i t h  A u s t r a l i a .  I n  t h e  
c u r r e n t  c a l c u l a t i o n s  of t h e  MEN1 e f f e c t i v e  r a t e ,  t h e  a g g r e g a t e  weight of t h e  
EPlS c u r r e n c i e s  w i t h  respect t o  t h e  A u s t r a l i a n  d o l l a r  i s  about  28.5 p e r  c e n t  
and t h a t  of t h e  yen 10.5 p e r  c e n t  of t o t a l  we igh t s .  On 1979/80 t r a d e  f l o w s ,  
t h e  b i l a t e r a l  t r a d e  w e i g h t s  v i s -2 -v i s  A u s t r a l i a ,  were 11 p e r  c e n t  f o r  t h e  
ENS c o u n t r i e s  and abou t  21.5 p e r  c e n t  f o r  J apan .  
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The r ea l  e f f e c t i v e  apprec i a t ion  of t he  Austral ian d o l l a r  between the 
l a s t  quarters  of 1979 and 1980 amounted t o  4.5 p e r  c e n t ,  ad jus ted  f o r  rela- 
t i v e  consumer prices. Adjusted f o r  r e l a t i v e  u n i t  l abor  c o s t s  i n  manufactur- 
ing ,  t he  r e a l  e f f e c t i v e  r a t e  on an annual average i s  est imated t o  have been 
roughly unchanged i n  1980 from a year e a r l i e r .  The development of r e a l  
exchange rates aga ins t  selected cur renc ies  i s  shown i n  Chart  21. 
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T a b l e  27 .  A u s t r a l i a :  Merchandise Exports  and Impor t s  a t  
C u r r e n t  and Constant  P r i c e s  

( P e r c e n t a g e  change from p reced ing  p e r i o d ,  s e a s o n a l l y  a d j u s t e d )  

Expor t s  Impor t s  
A t  c u r r e n t  p r i c e s  A t  1 9 7 4 1 7 5  p r i c e s  A t  A t  

Rura l  O the r  Rura l  Other  c u r r e n t  1 9 7 4 1 7 5  
e x p o r t s  e x p o r t s  T o t a l  e x p o r t s  e x p o r t s  T o t a l  p r i c e s  p r i c e s  

1 9 7 1 1 7 2  
1 9 7 2 1 7 3  
1 9 7 3 1 7 4  
1 9 7 4 1 7 5  
1 9 7 5 1 7 6  
1 9 7 6 1 7 7  
1 9 7 7 1 7 8  
1 9 7 8 1 7 9  
1 9 7 9 1 8 0  - 11 

1 9 7 8 1 7 9  
S e p t .  q t r .  
Dec. qtr. 
Mar. qtr. 
J u n e  q t r .  

1 9 7 9 1 8 0  11 
S e p t .  q t r .  
Dec. q t r .  
Mar. qtr .  
June  qtr. 

13.8 
35.5 

7 . 1  
10.3 

9 . 1  
2 2 . 7  
- 1 . 9  
1 5 . 3  
4 1 . 1  

-3.4 
1 2 . 2  
1 4 . 2  
11.8 

3.0 
2 5 . 7  
-1 .6  
-6 .0  

11.3 
1 9 . 2  
1 5 . 9  
4 2 . 9  
10.8 
2 1 . 8  
1 0 . 2  
1 7 . 9  
2 6 . 3  

2 . 9  
8.0 
8 . 6  
3.8 

4 . 3  
8.3 

1 2 . 2  
-5.3 

1 2 . 5  
2 7 . 2  
11 .3  
2 6 . 4  
10.0 
2 2 . 2  

4 . 9  
1 6 . 8  
3 2 . 3  

0.3 
9 . 6  

10.8 
7 . 0  

3 . 4  
15.7 

5 . 9  
-5.6 

6 . 6  1 1 . 4  
-8.3 1 5 . 6  

-17.8 1 .3  
1 2 . 8  4 . 6  
1 2 . 0  -4.4 
1 4 . 2  6 . 2  
-1.1 3.3 

-10.7 10 .0  
2 8 . 2  6 . 1  

-12 .6  -0.3 
3 . 2  8 . 4  

11 .6  3 . 2  
7 . 1  -3.5 

3 . 7  -0.1 
1 4 . 8  5 . 1  

2 . 6  7 . 4  
- 7 . 3  -7 .4  

8.8 
2 . 8  

8 . 1  
2 . 9  

10.0 
1.1 

-0.1 
1 5 . 7  

-7 .8  

5.9 
6 . 2  
6 . 6  
1.1 

1 . 3  
9 . 6  
5.0 

-7.4 

-3.5 -8 .2  
3.0 1 . 9  

4 8 . 0  3 0 . 6  
3 2 . 1  1 .0  

2 . 5  - 9 . 7  
26 .7  1 1 . 7  

7 . 3  -5.8 
2 3 . 1  1 1 . 4  
1 7 . 5  -1 .2  

7 . 4  3.7 
9 . 0  6 . 3  

-0 .7  -4 .4 
9 . 8  4 . 8  

-3 .1  -8.2 
9 . 2  6 . 8  

11.1 4 . 8  
-5.2 -9.2 

Source: A u s t r a l i a n  Bureau of S t a t i s t i c s ,  Expor t s  and Impor t s  of Merchandise a t  
Cons tan t  Prices.  

- 11 P r o v i s i o n a l  d a t a .  
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I 

Table 35. Aus t ra l i a :  Export Perforinance by Ffajor Areas 

~~ 
~ 

~ 

1 9  79 1 9  76 1977 1 9 7 8  1 9  79 1980 1 1  
Percent  age 

s h a r e  i n  Percentage change from preceding 
expor t s  y e a r  i n  U.S. d o l l a r  terms 

Exports  t o  world 
From wo r I d  100.0 
From i n d u s t r i a l  coun t r i e s  100.0 
From A u s t r a l i a  100 .o 

Exports  t o  i n d u s t r i a l  
c o u n t r i e s  

From world 68.8  
From i n d u s t r i a l  coun t r i e s  6 9 . 1  
From A u s t r a l i a  61.5 

Exports  t o  o i l - expor t ing  
coun t r i e s  

From world 6 . 1  
From i n d u s t r i a l  coun t r i e s  7 . 1  
From A u s t r a l i a  5.5 

Exports  to non-oil  developing 
c o u n t r i e s  

From world 19.7  
From i n d u s t r i a l  c o u n t r i e s  1 8 . 5  
From A u s t r a l i a  24.2 

Exports  t o  U.S.S.R., Eastern  
Europe, China, e t c .  

From world 4 . 1  
From i n d u s t r i a l  coun t r i e s  4.3 
From A u s t r a l i a  8 . 3  

13 .9  
11.3 
10.5 

17.0 
1 4 . 8  
19 .2  

15 .O 
15.5 
-6 .3  

6 . 1  
0.3 

-5.2 

0.9 

14.1 
3 . 8  

1 3 . 9  
13 .6  

1 . 6  

1 3 . 3  
13.1 
-2.2 

25.8 
2 4 . 1  
15.7  

14.9  
14.6. 

8 .0  

4.6 
-1.1 
1 1 . 3  

1 6 . 4  
1 9 . 9  

7 .9  

15 .9  
1 9 . 6  

5 .4  

1 7 . 2  
1 8 . 2  
1 2 . 8  

1 9 . 2  
23.0 
20 .4  

1 7 . 4  
1 3 . 4  
- 8 . 3  

26 .0  
22 .7  
29.6 

29.4 
26.2 
23 .2  

0 .1  
-3.0 
2 6 . 3  

27.5 
23 .6  
3 6 . 1  

21 .3  
1 9 . 4  
6 9  .O 

... 
24.7  
28 .3  

... 
2 4 . 3  
32.4 

... 
36.3 
78 .8  

... 
2 2 . 1  
33.5 

.. . 
2 0 . 1  
4 2 . 6  

Source: IMF, Di rec t ion  of Trade. 

- 1/ F i r s t  h a l f  year .  
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/ 
Table 3 6 .  Australia: Imports from Countries and Country Groups 

14 70 / 7 1  1974 I 7 5  1979180 
Percentage distribution 

Major Developed 

AS EAN 
Indonesia 
Malays i a 
Philippines 
Singapore 
Thailand 

Middle East 

Indian Sub-Continent 

Pacific 11 

Africa 21 

Other Asia 
China, People's Republic of 
Taiwan 
Hong Kong 
Korea, Republic of 

Other 

84.7 

2 . 6  
(0.6) 
(0.8) 
(0.6) 
(0.6) 
(0.1) 

2.7 

1 . 4  

0.9 

0.4  

3.0 
(0 .8 )  
(0.6) 
(1.5) 
(0 1) 

4 . 3  

100.0 

77.3 

3.0 
(0.2) 
(0.7) 
(0.3) 
(1.6) 
( 0 . 2 )  

7 .0  

1.0 

1.0 

0.4 

5 . 1  
(1.0) 

(2.1) 
(0.6) 

5.2 

100.0 

(1.4) 

71.5  

6.2 
( 1 . 5 )  
(1.2) 
( 0 . 5 )  
( 2 . 7 )  
(0.3) 

8.8 

1.1 

1.0 

0.3 

7.2  
( 1 . 2 )  
( 2 . 7 )  
( 2 . 4 )  
(0.9) 

3.9 

100.0 

Source: Data provided by the Australian authorities. 

- 11 Excluding New Zealand. 
- 2 1  Excluding South Africa. 
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Table 38. Australia: Official Development Assistance 

(In millions of Australian dollars) 

1978/79 1979/80 1980/81 - 1/ 

Multilateral aid 
International development finance 

UN programs, regional and other 
institutions 32.5 37.4 48.9 

organizations 36.4 51.9 53.2 

Total multilateral aid 68.9 89.3 102.1 

In per cent of ODA 15.0 17.9 18.6 

Bilateral aid 391.6 410.9 445.8 
Of which: 
Aid to Papua New Guinea 237.2 236.6 243.7 

Total aid 460.5 500.2 547.9 

In per cent of GDP 0.45 0.44 ... 

Sources: Budget Paper No. 1, 1980-81; and data provided by the 
Australian authorities. 

- 11 Official forecast. 
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Table 40. Aus t ra l i a :  Exchange Rates 

(Uni t s  of fo re ign  currency pe r  Aus t r a l i an  d o l l a r )  

~~ ~~~ ~ 

Trade-Weigh ted  E f f e c t i v e  
Basket of Foreign Rate 

Currenc ies  (MERM) 
U.S. Do l l a r  Japanese Yen May 1970 = 100  (1975 = 100)  

Per- P e r -  Per- Per- 
cen tage  cen t age  cen t  age cen t a  ge 

Level  change11 Level changeLl Level  change11 Level  change Ll 
End of  per iod  Per iod  average 

-9 72 
-9 7 3 
.9 74 
-9 75 
-9 76 
.9 7 7 
-9 7 8 
-9 79 
-980 

-978179 
Mar. q t r .  
June  q t r .  

-9 791 80 
Sept .  qtr .  
Dec. q t r .  
Jan .  
Feb. 
Mar. 
Apr . 
b Y  
June 

.980/81 
Ju ly  
Aug . 
Sep t . 
O c t .  
Nov. 
Dec. 
Jan.  
Feb. 
Mar. 

1 .2750 
1 .4875 
1.3270 
1 .2571  
1 .0864 
1 , 1 4 1 4  
1 . 1 5 0 5  
1 .1055 
1 .1807  

1 .1182 
1 .1211 

1 .1298  
1 .1055  
1.1069 

1.0831 
1 .1145  
1.1426 
1 .1576  

1.0987 

1 .1525  
1 .1656 
1 .1690 
1 .1726 
1 .1643  
1 .1807 
1.1707 
1.1566 
1.1684 

7 . 1  384.50 
1 6 . 7  416.72 

-10.8 398 .68  
-5 .3  383.38 

-13.6 318.08 
5 . 1  273.84 
0 . 8  222.83 

6 .8  239.54 
-3.9 265.82 

-2.2 233 .63  
-2 .3  242 .83  

-2 .3  252.17 
-3.9 265.82 
-2 .3  264.46 
-2 .6  272 .75  
-3.1 270.13 
1.1 267.31  
3.4 256 .91  
3 .3  251 .31  

2 .0  261 .13  
3.3 254.28 
3 . 5  248.74 
6 . 9  247.07 
6 .4  251.26 
6 .8  239.54 
5 . 8  239 .29  
5 :3  2 4 0 . s  
7 .9  245 .95  

2.6 
8 .4  

-4 .3 
-3.8 

-17.0 
-13 .9  
-18.6 

1 9 . 3  
-9.9 

-7 .9 
3.1 

1 5 . 4  
1 9 . 3  
1 6  .O 
1 9 . 6  
1 5 . 6  

9 . 8  
5 . 4  
3.5 

6 . 1  
2 .4  

-1 .4 
-5.5 
-7 .7  
-9.9 
-9 .5 

- 1 1 . 7  
-9.0 

106 .5  
118.1 
105.3 
105.3 

92.2 
89.4 
82 .7  
83.3 
8 7 . 1  

8 2 . 3  
83.1 

83.5 
83.3 
83 .2  
83.5 
8 4 . 4  
8 4 . 5  
8 4 . 7  
85 .0  

85.5 
85.8 
85.8 
86 .2  
8 6 . 8  
8 7 . 1  
8 7 . 5  
8 8 . 2  
88.8 

6 .7  
10 .9  

-10.8 
-- 

-12.4 
-3.0 
-7.5 

0 . 7  
4 .6  

-5.9 
-3.6 

-0.1 
0 . 7  
0.5 
1 .3  
2.6 
2 . 1  
1 . 9  
2 . 3  

2.6 
2 .8  
2 . 8  
2 .9  
3.8 
4 .6  
5 . 2  
5 . 6  
5 .2  

9 6 . 1  
108 .4  
1 1 1 . 7  
100 .o 

97.0 
87.5 
85 .6  
81.9 
83.8 

82 .7  
82.0 

82 .2  
80 .9  
80 .6  
8 0 . 7  
81.6 
82 .2  
82 .8  
83.5 

83.7 
84 .5  
85 .0  
85.8 
87 .0  
87 .9  
88.9 
90 .0  
9 0 . 1  

0.3 
1 2 . 7  

3.1 
-10.5 
-3.0 
-9 .8  
-2.2 
-4.2 

2 .2  

-5 .O 
-5.1 

-3.3 
-3.5 
-3.1 
-2.5 
-0 .7  

0 . 5  
1.1 
1 . 6  

1.8 
2 .5  
3.6 
5.1 
7.9 
9 . 2  

1 0 . 4  
11.5 
10.5 

Sources:  Reserve Bank of A u s t r a l i a ,  S t a t i s t i c a l  B u l l e t i n ;  and IMF, I n t e r n a t i o n a l  

- 1/ 
‘ inanc ia l  S t a t i s t i c s .  

Percentage change from one year  ear l ie r .  
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V. Exchange and Trade R e l a t i o n s  

1. The exchange ra te  

The exchange rate. f o r  t h e  A u s t r a l i a n  d o l l a r  i s  determined by r e f e r e n c e  
t o  a t rade-weighted i n d e x  of  c u r r e n c i e s .  A mid-rate  f o r  t h e  A u s t r a l i a n  d o l l a r  
i n  terms of t h e  U.S. d o l l a r  ( t h e  i n t e r v e n t i o n  c u r r e n c y )  i s  announced each day 
by t h e  Reserve Bank of A u s t r a l i a .  No margins are se t  i n  r e s p e c t  of exchange 
t r a n s a c t i o n s .  O f f i c i a l  l i m i t s  a r e  s e t  w t t h i n  which t h e  banks may t r a n s a c t  
b u s i n e s s  w i t h  t h e  p u b l i c  i n  U.S. d o l l a r s .  On December 31, 1980 t h e  a u t h o r i -  
t i e s  set  a middle  rate f o r  t h e  U.S. d o l l a r  a t  $A 1 = USS1.18. There a r e  no 
t a x e s  o r  s u b s i d i e s  on pu rchases  o r  sa les  of forpig; : :  exchange. 

The Reserve Bank s t a n d s  ready t o  buy and sel :  U.S. d c l l a r s  forward a t  
t h e  ra te  announced by i t  e a c h  day. The forward ma:r.~t o eri: .ed by t h e  trad- 
i n g  3anks 5 u t  u n d e r w r i t t e n  and r e g u l a t e d  by t h e  Reserve ban p r o v i d e s  forward 
cover  f o r  t r a d e  t r a n s a c t i o n s  and a l i m i t e d  number of i n v i s i b l e  t r a n s a c t i o n s .  
Access t o  t h e s e  " o f f i c i a l "  forward f a c i l i t i e s  i s  l i m i t e d  tu o n l y  c e r t a i n  
t y p e s  of t r a n s a c t i o n s  and a l t e r n a t i v e  p r i v a t e  f a c i l i t i e s  have been developed.  
For i n s t a n c e ,  t h e  intercompany hedge market o r  t h e  "gray market"  has been i n  
o p e r a t i o n  f o r  a number of y e a r s .  I n  a d d i t i o n ,  t h e  banks have in t roduced  an 
i n t e r b a n k  currency-hedging f a c i l i t y  and t h e  Sydney F u t u r e s  Exchange h a s  now 
e s t a b l i s h e d  a c u r r e n c i e s  f u t u r e s  market.  Trading commenced on flarch 19,  
1980. The U.S. d o l l a r  and t h e  pound s t e r l i n g  a r e  c u r r e n t l y  t h e  o n l y  cu r ren -  
c ies  t r a d e d .  Yen c o n t r a c t s  have n o t  been t r a d e d  s i n c e  Janua ry  15,  1981. 
These marke t s  have t o  conform t o  exchange c o n t r o l  r equ i r emen t s ,  so  t h a t  non- 
r e s i d e n t s  cannot  p a r t i c i p a t e  i n  t h e i r  a c t i v i t y  and r e s i d e n t s  are  n o t  allowed 
access t o  a r b i t r a g e  between such marke t s  i n  A u s t r a l i a  and similar markets  
ove r seas .  The c o n s t r a i n t s  on t h e  scope of currency-hedging markets reduce 
t h e  scope f o r  matching t r a n s a c t i o n s ,  w i t h  t h e  r e s u l t  t h a t  t h e s e  markets  are  
i n f l u e n c e d  h e a v i l y  by t h e  c o n d i t i o n s  i n  t h e  o f f i c i a l  market.  N e v e r t h e l e s s ,  
p r i c e  d i f f e r e n t i a l s  between t h e  hedging and t h e  o f f i c i a l  markets  can a l s o  
a f f e c t  t h e  o p e r a t i o n  of t h e  o f f i c i a l  market .  

2. C o n t r o l s  on c a p i t a l  movements 

The main a i m  of t h e  exchange c o n t r o l  system i s  t o  l i m i t  t h e  magnitude of 
f l u c t u a t i o n s  i n  shor t - t e rm c a p i t a l  movements. The Treasu ry  b e l i e v e s  t h a t  t h e  
c o n t r o l s  do n o t  i n h i b i t  t h e  longer- term capi ta l  movements and t h e i r  e f f e c t  i s  
l a r g e l y  on t h e  v a r i a b i l i t y  r a t h e r  t h a n  t h e  l e v e l  of t o t a l  n e t  c a p i t a l  i n f l o w s .  
The c o n t r o l s  c o n s t r a i n  t h e  h o l d i n g  of f o r e i g n  c u r r e n c y  b a l a n c e s  of r e s i d e n t s  
and t h e i r  a b i l i t y  t o  make p o r t f o l i o  i n v e s t m e n t s  abroad.  They a l s o  g e n e r a l l y  
restrict  n o n r e s i d e n t  banks and governments from h o l d i n g  A u s t r a l i a n  d o l l a r  
b a l a n c e s  i n  excess of minimum working r e q u i r e m e n t s  and from borrowing i n  
A u s t r a l i a .  Ea rn ings  from d i r e c t  i n v e s t m e n t  o v e r s e a s  c a n  be r e t a i n e d  o v e r s e a s  
a s  working c a p i t a l  and f o r  f i r m l y  planned expans ion  wi thou t  s p e c i f i c  p r i o r  
approva l  from t h e  Reserve Bank. Where such  funds  are  r e t a i n e d  o v e r s e a s ,  t h e  
r e s i d e n t  i s  r e q u i r e d  t o  inform t h e  Reserve Bank of t h e  purposes  f o r  which 
r h e  funds a r e  being u t i l i z e d .  

Although t h e  a u t h o r i t i e s  concede t h a t  a move t o  a more marke t -o r i en ted  
exchange s y s t e m  would a f f e c t  t h e  volume and compos i t ion  of g r o s s  c a p i t a l  
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f l o w s ,  t h e y  q u e s t i o n  whether t h e r e  would be a s i g n i f i c a n t  e f f e c t  on n e t  cap i -  
t a l  f lows.  1/ Although a t  times t h e  a u t h o r i t i e s  have used supplementary con- 
t r o l s  r e s t r i c t i n g  short- term o v e r s e a s  borrowing by r e s i d e n t s ,  a t  p r e s e n t  no 
such  c o n t r o l s  are  i n  f o r c e .  

3 .  F o r e i g n  investment  

The Government's p o l i c y  on f o r e i g n  inves tment  i s  b a s i c a l l y  one of encour- 
agement because of t h e  c o n t r i b u t i o n  f o r e i g n  inves tment  h a s  made, and i s  
expec ted  t o  make, t o  t h e  development of A u s t r a l i a ' s  i n d u s t r i e s  and resources .  
The Government i s  advised  on i n d i v i d u a l  p r o p o s a l s  and on f o r e i g n  investment  
matters g e n e r a l l y  by t h e  Foreign Investment  Review Board. The f o r e i g n  i n v e s t -  
ment p o l i c y  o b l i g a t i o n s  apply  t o  c e r t a i n  c a t e g o r i e s  of f o r e i g n  investment ,  
whether  o r  n o t  exchange c o n t r o l  approval  i s  r e q u i r e d  t o  t r a n s f e r  funds t o  
A u s t r a l i a  t o  f i n a n c e  such  investment .  The examinat ion procedures  recognize  
t h e  need t o  avoid  unnecessary i n t e r f e r e n c e  w i t h  normal commercial processes .  
The t y p e s  of p r o p o s a l s  s u b j e c t  t o  examinat ion are ( a )  p r o p o s a l s  f a l l i n g  
w i t h i n  t h e  scope of t h e  Fore ign  Takeovers A c t ,  i n c l u d i n g  any a c q u i s i t i o n  o r  
i s s u e  of s h a r e s  which would r e s u l t  i n  o r  i n c r e a s e  a s u b s t a n t i a l  f o r e i g n  
i n t e r e s t  i n  a n  A u s t r a l i a n  company, even  where t h e r e  i s  no change of c o n t r o l ;  
i t  i s  t h e  p r a c t i c e  of t h e  Government n o t  t o  i n t e r v e n e ,  except  i n  s p e c i a l  
c i r c u m s t a n c e s ,  i n  p r o p o s a l s  where t h e  t o t a l  assets of t h e  t a r g e t  company o r  
b u s i n e s s  are less  t h a n  $A 2 m i l l i o n ;  ( b )  a l l  p r o p o s a l s  t o  e s t a b l i s h  a new 
b u s i n e s s  o r  p r o j e c t ,  i r r e s p e c t i v e  of s i z e ,  i n  i n d u s t r i e s  s u b j e c t  t o  s p e c i a l  
r e s t r i c t i o n s ,  namely, f i n a n c e ,  i n s u r a n c e ,  t h e  communications media, c i v i l  
a v i a t i o n ,  uranium, and a c t i v i t i e s  r e l a t i n g  t o  uranium; ( c )  d i r e c t  inves tments  
by f o r e i g n  governments o r  t h e i r  a g e n c i e s  ( e x c l u d i n g  inves tments  r e l a t e d  t o  
t h e i r  o f f i c i a l  r e p r e s e n t a t i o n ) ;  ( d )  o t h e r  p r o p o s a l s  t o  e s t a b l i s h  new busi-  
n e s s e s  where t h e  t o t a l  amount of t h e  inves tment  i s  $A 5 m i l l i o n  o r  more 
( i n c l u d i n g  d i v e r s i f i c a t i o n  i n t o  a c t i v i t i e s  n o t  p r e v i o u s l y  under taken  d i r e c t l y  
i n  A u s t r a l i a  and new p r o j e c t s  i n  mining o r  o t h e r  n a t u r a l  r e s o u r c e  i n d u s t r i e s ) ;  
and ( e )  p r o p o s a l s  t o  a c q u i r e  r e a l  es ta te  va lued  a t  $A 250,000 o r  more. 

There are s p e c i f i c  g u i d e l i n e s  concern ing  A u s t r a l i a n  e q u i t y  p a r t i c i p a t i o n  
i n  p r o p o s a l s  f o r  investment  i n  t h e  n a t u r a l  r e s o u r c e s  s e c t o r .  A proposed pro- 
j ec t  f o r  t h e  mining and product ion  of uranium should  have a minimum of 75 per  
c e n t  A u s t r a l i a n  e q u i t y  and i t  should  be A u s t r a l i a n - c o n t r o l l e d .  Only i n  cases 
where 75 p e r  c e n t  A u s t r a l i a n  e q u i t y  i s  c l e a r l y  u n o b t a i n a b l e  w i l l  a l t e r n a t i v e  
p r o p o s a l s  be c o n s i d e r e d .  In  such cases i t  needs t o  be demonstrated that 
75 p e r  c e n t  A u s t r a l i a n  e q u i t y  i s  u n a v a i l a b l e ,  t h a t  t h e  p r o j e c t  would be of 
s i g n i f i c a n t  economic b e n e f i t  t o  A u s t r a l i a ,  that t h e r e  would be a t  least 50 p e r  
c e n t  A u s t r a l i a n  e q u i t y ,  and t h a t  A u s t r a l i a n s  would have t h e  major r o l e  i n  
de te rmining  t h e  p o l i c y  of t h e  p r o j e c t .  Where p r o j e c t s  do n o t  have 75 p e r  c e n t  
A u s t r a l i a n  e q u i t y  and c o n t r o l ,  a r rangements  may be r e q u i r e d  t o  i n c r e a s e  t h e  
l e v e l  of A u s t r a l i a n  p a r t i c i p a t i o n  o v e r  a n  agreed  p e r i o d .  

Other p r o j e c t s  i n  t h e  n a t u r a l  r e s o u r c e  s e c t o r  a r e ,  as a g e n e r a l  rule,  
only  al lowed t o  proceed provided t h e y  have a minimum of 50 p e r  c e n t  A u s t r a l i a n  

- 1/ Submission t o  t h e  Committee of I n q u i r y  i n t o  t h e  A u s t r a l i a n  F i n a n c i a l  
Sys tem.  Treasury Paper No. 4 ,  December 1979. 
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e q u i t y ,  w i t h  a t  l eas t  50 pe r  c e n t  of t h e  v o t i n g  s t r e n g t h  of t h e  Board of 
D i r e c t o r s  h e l d  by A u s t r a l i a n  i n t e r e s t s .  However, p r o j e c t s  may be  approved 
w i t h  less t h a n  50 per cent A u s t r a l i a n  e q u i t y ,  provided t h e y  are n o t  o t h e r w i s e  
c o n t r a r y  t o  t h e  n a t i o n a l  i n t e r e s t ,  and t h e  Government judges  t h a t  t h e  unava i l -  
a b i l i t y  of  s u f f i c i e n t  A u s t r a l i a n  e q u i t y  c a p i t a l  on r e a s o n a b l e  terms and con- 
d i t i o n s  would unduly d e l a y  t h e  development of A u s t r a l i a ' s  n a t u r a l  r e s o u r c e s .  
I n  t h i s  e v e n t ,  t h e  Government s e e k s ,  as a p p r o p r i a t e ,  s a t i s f a c t o r y  a r r angemen t s  
f o r  A u s t r a l i a n  e q u i t y  t o  be  i n c r e a s e d  t o  a t  least  50 p e r  c e n t  w i t h i n  an agreed 
p e r i o d  . 
4. A s s i s t a n c e  t o  i n d u s t r y  and t r a d e  arrangements  

F i n a l  r e s p o n s i b i l i t y  f o r  de t e rmin ing  t h e  l e v e l s  and n a t u r e  of a s s i s t a n c e  
a f f o r d e d  p a r t i c u l a r  i n d u s t r i e s  r e s t s  w i t h  Pa r l i amen t .  However, t h e  Government 
h a s  long  fol lowed t h e  p r a c t i c e  of s eek ing  a d v i c e  on i n d u s t r y  p r o t e c t i o n  
matters from an independent  a d v i s o r y  a u t h o r i t y .  The A u s t r a l i a n  T a r i f f  Board, 
e s t a b l i s h e d  i n  1921 t o  a d v i s e  t h e  Government on t a r i f f  a s s i s t a n c e  t o  t h e  manu- 
f a c t u r i n g  s e c t o r ,  was r e c o n s t i t u t e d  i n  1973 a s  t h e  I n d u s t r i e s  A s s i s t a n c e  Com- 
m i s s i o n  (IAC). The primary f u n c t i o n  of  t h e  I A C  i s  t o  a d v i s e  t h e  Commonwealth 
Government on t h e  n a t u r e  and e x t e n t  of long-term a s s i s t a n c e  which shou ld  be 
g i v e n  t o  i n d u s t r i e s .  Its i n q u i r i e s  can  cover  any i n d u s t r y  i n  t h e  r u r a l ,  
mining , manufactur ing , o r  s e r v i c e  s e c t o r s .  

On any proposed v a r i a t i o n s  i n  t h e  long-term a s s i s t a n c e  a f f o r d e d  indus-  
t r i es  i n  the primary and secondary s e c t o r s  of the economy, the Government i s  
r e q u i r e d  by l a w  t o  r e f e r  t o  t h e  I A C  f o r  i n q u i r y  and r e p o r t ,  b e f o r e  a c t i o n  i s  
t aken .  The Commission may a l s o  i n q u i r e  and r e p o r t ,  on i t s  own i n i t i a t i v e ,  
i n t o  i n d u s t r i e s  where a s s i s t a n c e  h a s  n o t  been reviewed f o r  a s p e c i f i e d  number 
of y e a r s .  Other f u n c t i o n s  of t h e  Commisssion i n c l u d e  the systematic Review 
of t h e  T a r i f f ,  commenced i n  1971, t e m p o r a r i l y  suspended i n  1976 b e f o r e  i t s  
resumption i n  1979; i n q u i r i e s  i n t o  sho r t - t e rm a s s i s t a n c e  r e q u i r e m e n t s ;  and 
t h e  p r o v i s i o n ,  t h rough  i t s  Annual Repor t s  and o c c a s i o n a l  d i s c u s s i o n  p a p e r s ,  
of i n f o r m a t i o n  f o r  p u b l i c  s c r u t i n y  on b o t h  economy-wide matters and i n d i -  
v i d u a l  i n d u s t r i e s .  

I n  t h e  performance of i t s  f u n c t i o n s ,  t h e  I A C  i s  r e q u i r e d  t o  be con- 
ce rned  w i t h  improving t h e  e f f i c i e n c y  w i t h  wh€ch t h e  economy u s e s  i t s  
r e s o u r c e s ;  e n s u r i n g  c o n s i s t e n t  i n d u s t r y  p o l i c y ;  t a k i n g  a c c o u n t  of t h e  i n t e r e s t  
of consumers and u s e r s  of p r o d u c t s  a f f e c t e d  by t h e  Commission's p r o p o s a l s ;  
and p rov id ing  f o r  p u b l i c  s c r u t i n y  of a s s i s t a n c e  measures .  A s  a r e s u l t  of 
l e g i s l a t i v e  changes i n  1978, t h e  I A C  i s  a l s o  r e q u i r e d  t o  r e p o r t  on t h e  l e v e l  
of a s s i s t a n c e  n e c e s s a r y  t o  m a i n t a i n  a c t i v i t y  and employment i n  a n  i n d u s t r y ;  
t h e  r e a s o n s  f o r  recommending a l e v e l  of a s s i s t a n c e  lower t h a n  t h i s  ; whether  
t h e  s t r u c t u r e  of t h e  i n d u s t r y  can be improved, and i f  so  i n  what manner; 
and t h e  p o s s i b l e  consequences,  i n c l u d i n g  economic, soc i a l ,  and employment 
consequences,  of c a r r y i n g  o u t  i t s  recommendations. The Commission's recom- 
mendations f o r  v a r i a t i o n  i n  l e v e l s  of  a s s i s t a n c e  s e e k  t o  b a l a n c e  t h e  b e n e f i t s  
of improved r e s o u r c e  use a g a i n s t  t r a n s i t i o n a l  c o s t s  t o  p a r t i c u l a r  p e r s o n s  
a s s o c i a t e d  with d i s r u p t i o n s  t o  s e t t l e d  p a t t e r n s  of p r o d u c t i o n  and employment. 
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On q u e s t i o n s  of sho r t - t e rm a s s i s t a n c e  t o  i n d u s t r y ,  a d v i c e  t o  Government 
i s  u s u a l l y  provided by t h e  Temporary A s s i s t a n c e  A u t h o r i t y  (TAA) c r e a t e d  i n  
1973. The TAA c a n  recommend t h e  l e v e l  of a s s i s t a n c e  n e c e s s a r y  t o  maintain 
t h e  e x i s t i n g  o r  a p r e v i o u s l y  e x i s t i n g  l e v e l  of a c t i v i t y  and employment i n  a n  
i n d u s t r y .  Temporary a s s i s t a n c e  g r a n t e d  f o l l o w i n g  t h e  acceptance of a TAA 
recommendation may n o t  c o n t i n u e  f o r  more t h a n  12  months w i t h o u t  a r ev iew by 
e i t h e r  t h e  TAA o r  t h e  I A C ,  and such  assistance may n o t  be provided beyond 
t h e  second year u n l e s s  t h e r e  i s  a f u l l  review by t h e  IAC.  A l so ,  where a n  
i n d u s t r y  r e c e i v i n g  temporary a s s i s t a n c e  h a s  r e c e i v e d  i t  f o r  two y e a r s  o r  f o r  
a t o t a l  of two y e a r s  w i t h i n  t h e  p r e v i o u s  f o u r  y e a r s ,  i t  i s  r e f e r r e d  t o  t h e  
I A C  f o r  c o n s i d e r a t i o n  of i t s  long-term l e v e l  of a s s i s t a n c e .  

The p r o t e c t i o n  g r a n t e d  t o  t h e  manufac tu r ing  s e c t o r  h a s  been h i g h  f o r  
many years. For s e v e r a l  decades t h e  emphasis had been on i n d u s t r i a l  d i v e r -  
s i f i c a t i o n  behind p r o t e c t i v e  t a r i f f  and o t h e r  b a r r i e r s ,  b u t  t r a d e  p o l i c i e s  
have been l i b e r a l i z e d  s i n c e  t h e  e a r l y  1960s. A r e v i e w  of t a r i f f s  was i n s t i -  
t u t e d  i n  1971. In  J u l y  1973 a 25 p e r  c e n t  across- the-board t a r i f f  c u t  was 
implemented; as a r e s u l t  t h e  ave rage  nominal ra te  of a s s i s t a n c e  t o  manu- 
f a c t u r i n g  i n d u s t r i e s  f e l l  from 24 p e r  c e n t  (36  p e r  c e n t  i n  e f f e c t i v e  t e rms)  
i n  1968/69 t o  1 7  pe r  c e n t  (27 p e r  c e n t  i n  e f f e c t i v e  t e r m s )  i n  1973/74. Some 
f u r t h e r  r e d u c t i o n s  i n  long-term rates  of p r o t e c t i o n  were e f f e c t e d  f o l l o w i n g  
t h e  November 1976 d e v a l u a t i o n .  However, t h e  d e t e r i o r a t i n g  c o m p e t i t i v e n e s s  
of c e r t a i n  i n d u s t r i e s ,  e s p e c i a l l y  between 1974 and 1976, l e d  t h e  Government 
t o  i n t r o d u c e  a range of temporary a s s i s t a n c e  measu res ,  i n c l u d i n g  q u a n t i t a t i v e  
r e s t r i c t i o n s ,  p r i n c i p a l l y  i n  t h e  motor v e h i c l e s ,  whitegoods and t e x t i l e s ,  
c l o t h i n g  and foo twear  i n d u s t r i e s .  I n  view of t h e  c o n t i n u a t i o n  of t h e  d i f f i -  
c u l t i e s ,  t h e  temporary a s s i s t a n c e  p o l i c i e s  were r e o r i e n t e d  t o  become s e c t o r a l  
p o l i c i e s .  The a p p l i c a t i o n  of t h e s e  measures p a r t l y  o f f s e t  t h e  e f f e c t  of t h e  
t a r i f f  r e d u c t i o n s ,  and by 1978/79 t h e  ave rage  nominal ra te  of a s s i s t a n c e  w a s  
s t i l l  about  1 5  p e r  c e n t  and t h e  e f f e c t i v e  r a t e  about  26 p e r  c e n t .  Noreover ,  
t h e  sp read  between t h e  ra tes  of a s s i s t a n c e  acco rded  t o  d i f f e r e n t  i n d u s t r i e s  
widened c o n s i d e r a b l y  (Tab les  41 and 42 ) .  

The c u r r e n t  pas senge r  motor v e h i c l e  p o l i c y  i s  des igned  t o  e n s u r e  t h a t  
abou t  80 p e r  c e n t  of domes t i c  demand is  s u p p l i e d  by domes t i c  p r o d u c t i o n .  
These a r r angemen t s  a re  implemented th rough  q u a n t i t a t i v e  r e s t r i c t i o n s  on 
imports .  R e c e n t l y ,  t h e  I A C  h a s  recommended a r e d u c t i o n  i n  t h e  l e v e l  of 
a s s i s t a n c e  t o  t h e  pas senge r  car i n d u s t r y .  A ma jo r  government d e c i s i o n  on 
long-term a s s i s t a n c e  arrangements  f o r  t h e  i n d u s t r y  i s  t o  be t a k e n  f o l l o w i n g  
t h e  submiss ion  of  a n  I A C  r e p o r t  i n  A p r i l  1981. 

For t h e  t ex t i l e s ,  c l o t h i n g ,  and foo twear  i n d u s t r i e s ,  which had s u f f e r e d  
s u s t a i n e d  impor t  p r e s s u r e  s i n c e  1973/74, t h e  Government i n t r o d u c e d  i n  1977 
a th ree -yea r  program of a s s i s t a n c e  which w a s  s u b s e q u e n t l y  extended by one 
y e a r .  I t s  c e n t r a l  f e a t u r e  i s  t h e  c o n t i n u a t i o n  of t a r i f f  q u o t a s  and q u a n t i -  
t a t i v e  r e s t r i c t i o n s  on a wide r ange  of t h e s e  p r o d u c t s .  A new program of 
a s s i s t a n c e  f o r  t h e s e  i n d u s t r i e s  w a s  announced on August 15, 1980 t o  a p p l y  
f o r  seven years from Janua ry  1 ,  1982. It g e n e r a l l y  i n v o l v e s  b o u n t i e s  on 
y a r d s ,  t a r i f f s  on f a b r i c s ,  and t h e  ma in tenance  of q u o t a s  on f i n i s h e d  pro- 
d u c t s .  The new program p rov ides  f o r  a c o n t r o l l e d  i n c r e a s e  i n  i m p o r t s  and 
encourages f u r t h e r  improvements i n  t h e  e f f i c i e n c y  of t h e  i n d u s t r y ,  w h i l e  
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provid ing  a reasonably  p r e d i c t a b l e  environment f o r  t h e  investment  and market- 
i n g  d e c i s i o n s  of manufac turers  and i m p o r t e r s .  For a l l  f i n i s h e d  products  
s u b j e c t  t o  quota ,  t h i s  e n t a i l s  f o r  t h e  seven y e a r s  a n  opening of t h e  market 
t o  permi t  imports  t o  i n c r e a s e  by t h e  e q u i v a l e n t  of 1 per  c e n t  of domest ic  
product ion  per annum and,  i n  a d d i t i o n ,  i n c r e a s e s  i n  access e q u i v a l e n t  t o  
real  market growth. In t h e  s e c t o r a l  a s s i s t a n c e  p o l i c y  on  whitegoods i n t r o -  
duced i n  mid-1978, t h e  Government r e p l a c e d  import quotas  wi th  i n c r e a s e d  
t a r i f f s  and provided f o r  a subsequent  phased r e d u c t i o n  i n  t h i s  a s s i s t a n c e  
over  s i x  y e a r s  t o  a long-term g e n e r a l  ra te  of 30 p e r  c e n t  f o r  most white- 
goods. 

A s  t o  t h e  s h i p b u i l d i n g  i n d u s t r y ,  i n  i t s  r e p o r t  submit ted t o  t h e  Govern- 
ment i n  September 1976, t h e  I A C  cons idered  t h a t  t h e  c o n s t r u c t i o n  of l a r g e  
v e s s e l s  must cease sooner o r  l a t e r  and t h a t  postponement of such a c t i o n  
would o n l y  i n c r e a s e  t h e  c o s t s  involved.  The Government accepted  t h e  Commis- 
s i o n ' s  recommendation t h a t  t h e r e  should  be no change i n  t h e  l e v e l  of a s s i s -  
tance.  A s  a r e s u l t  of commercial d e c i s i o n s ,  l a r g e  s h i p b u i l d i n g  i n  A u s t r a l i a  
ceased i n  August 1978. The i n d u s t r y  i s  a s s i s t e d  by a 27 1 / 2  p e r  c e n t  bounty,  
which compares with a bounty of up t o  45 p e r  c e n t  d u r i n g  t h e  e a r l y  1970s, 
and w i t h  t h i s  l e v e l  of a s s i s t a n c e  i s  g e n e r a l l y  c o m p e t i t i v e  w i t h  o v e r s e a s  yards  
f o r  t h e  supply  of v e s s e l s  w i t h i n  i t s  c a p a c i t y  range.  

5. Changes i n  exchange and t r a d e  arrangements  d u r i n g  1980 

January  1. The " t h r e s h o l d "  p r i c e  above which footwear  becomes exempt 
from import l i c e n s i n g  was r a i s e d  from $A 25 t o  .$A 26 p e r  p a i r .  

January  2. C e r t a i n  s p e c i a l i z e d  footwear  f a l l i n g  under f o u r  t a r i f f  
headings were exempted from t h e  12.5 p e r  c e n t  s p e c i a l  a d d i t i o n a l  customs duty  
i n t r o d u c e d  i n  August 1978, t h u s  reducing  t h e  a p p l i c a b l e  t a r i f f s  t o  a t o t a l  of 
34 p e r  c e n t .  

January  6. Quota a l l o c a t i o n s  f o r  c e r t a i n  t e x t i l e s  and c l o t h i n g  f o r  t h e  
per iod  Plarch-August 1980 were announced; compared w i t h  t h e  previous per iod 
15 quota  c a t e g o r i e s  were i n c r e a s e d ,  21 were l e f t  unchanged, and 7 were reduced. 

January  16. T a r i f f s  on impor ts  of t r a c t o r s  having a power of l ess  t h a n  
1 5  kw and of pedes t r ian-opera ted  r o t a r y  c u l t i v a t o r s  were changed from 22.5 per  
c e n t  t o  25 p e r  cen t ,  whi le  t h o s e  f o r  o t h e r  r o t a r y  c u l t i v a t o r s  n o t  exceeding 
15 kw were changed from 22.5 p e r  c e n t  t o  15 p e r  c e n t .  

January 16. T a r i f f s  on i m p o r t s  of baby c a r r i a g e s  and p a r t s  t h e r e o f  were 
changed from 28  p e r  cent t o  25  p e r  c e n t ,  t o  be phased down t o  20 p e r  c e n t  
a f t e r  two y e a r s .  

llarch 7 .  T a r i f f s  on rubber  p r o d u c t s  were r e s t r i c t e d  t o  provide  a long- 
term r a t e  of  25 per  c e n t .  T a r i f f s  on g a s k e t s  and similar j o i n t s ,  t h r e a d  and 
c o r d ,  and c e r t a i n  h y g i e n i c  and pharmaceut ica l  a r t i c l e s  would be phased from 
vary ing  r a t e s  t o  25 per  c e n t  w i t h i n  two y e a r s .  
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March 21. T a r i f f s  on d e n t a l  cement and f i l l i n g s  of 1 5  p e r  c e n t  were 
i n t r o d u c e d ;  a r e d u c t i o n  t o  10 p e r  c e n t  was planned t o  b e  made a f t e r  one 
y e a r .  

A p r i l  1. The amounts and c a t e g o r i e s  of p o r t f o l i o  investment  o v e r s e a s  
t h a t  may be undertaken by A u s t r a l i a n  r e s i d e n t s  were modif ied.  The annual  
l i m i t  f o r  e q u i t y  and real  es ta te  inves tments  i s  now $A 40,000 f o r  i n d i v i -  
d u a l s  and $A 2,500,000 f o r  l i s t e d  and s u b s t a n t i a l  u n l i s t e d  p u b l i c  companies 
and i n s t i t u t i o n s ,  w h i l e  s u b s t a n t i a l  p r i v a t e  companies, which meet c e r t a i n  
f i n a n c i a l  s t a n d a r d s ,  a r e  e l i g i b l e  f o r  a n  annual  m a x i m u m  investment  of 
$A 250,000. Within t h e  new l i m i t s ,  i n d i v i d u a l s  may now i n v e s t  a n n u a l l y  up 
t o  $A 100,000 and p u b l i c  companies and i n s t i t u t i o n s  up t o  $A 1 m i l l i o n  i n  
m a r k e t a b l e  f i x e d  i n t e r e s t  s e c u r i t i e s  w i t h  n o t  less t h a n  one year  t o  run t o  
m a t u r i t y  a t  d a t e  of purchase.  Investments  i n  banks,  money market ,  and 
s i m i l a r  shor t - te rm d e p o s i t s ,  a s  w e l l  as l o a n s  t o  n o n r e s i d e n t s ,  w i l l  cont inue  
t o  be n o t  p e r m i t t e d .  The new l i m i t s  are noncumulative from y e a r  t o  year .  
However, i n  s p e c i a l  c i rcumstances  t o  a l l o w  a s p e c i f i c  investment  p r o j e c t  
t o  be accomplished,  such  as t h e  purchase  of a r e s i d e n c e  o v e r s e a s  o r  a stra- 
t e g i c  hold ing  i n  a n  o v e r s e a s  company o r  b u s i n e s s ,  c o n s i d e r a t i o n  may b e  g i v e n  
t o  a l l o w i n g  two f i n a n c i a l  y e a r s '  e n t i t l e m e n t s  t o  be t a k e n  t o g e t h e r .  

A p r i l  1. The e x p o r t  of sorghum t o  t h e  U.S.S.R. w a s  banned. 

A p r i l  2. Exchange and t r a d e  r e s t r i c t i o n s  a p p l y i n g  t o  Zimbabwe ( former ly  
Rhodesia)  were l i f t e d .  

A p r i l  16. It was announced t h a t ,  w i t h  e f f e c t  from J u l y  1, 1981, a l l  
remaining p r e f e r e n t i a l  t a r i f f s  on impor ts  from t h e  United Kingdom would be 
removed. 

A p r i l  21. P e r m i s s i b l e  impor ts  of double-edged r a z o r  b l a d e s  were 
i n c r e a s e d  t o  20 m i l l i o n  u n i t s  per  y e a r ,  from a n  a n n u a l  l eve l  of 1 6  m i l l i o n  
u n i t s  dur  ing  t h e  p r  eced i n g  two y e a r s  . 

A p r i l  30. Import l i c e n s i n g  w a s  l i f t e d  on c e r t a i n  uncoated h o t  r o l l e d  
s tee l  s h e e t s  and p l a t e s ,  c e r t a i n  uncoated c o l d  r o l l e d  s t ee l  s h e e t s  and p l a t e s ,  
and c e r t a i n  g a l v a n i z e d  s tee l  s h e e t s ,  p l a t e s ,  s t r i p s ,  and hoops. 

J u l y  1. A s p e c i a l  quota  f o r  t h e  y e a r  e n d i n g  June 30,  1981 was e s t a b -  
l i s h e d  f o r  h a n d i c r a f t  k n i t w e a r ,  amounting t o  8 5  p e r  c e n t  'of such impor ts  i n  
t h e  1 2  months ending March 31, 1980. ( Impor ts  i n  e x c e s s  of t h i s  l e v e l  would 
be s u b j e c t  t o  t h e  g l o b a l  quota  system f o r  t ex t i les  and c l o t h i n g . )  

J u l y  15. A u s t r a l i a  s igned  t h e  South P a c i f i c  Regional  Trade and Economic 
Cooperat ion Agreement (SPARTECA); t h e  agreement p r o v i d e s  t h a t  A u s t r a l i a ,  
t o g e t h e r  w i t h  New Zealand,  g r a n t  du ty- f ree  and u n r e s t r i c t e d  access f o r  most 
of t h e  p r o d u c t s  e x p o r t e d  by t h e  o t h e r  i s l a n d s  of t h e  South P a c i f i c  Forum L/ 
on a n o n r e c i p r o c a l  b a s i s .  

1/  The "South P a c i f i c  Forum," i n c l u d e s ,  i n  a d d i t i o n  t o  A u s t r a l i a  and 
New Zealand, t h e  Cook I s l a n d s ,  F i j i ,  K i r i b a t i ,  Nauru, Niue, Papua New Guinea, 
t h e  Solomon I s l a n d s ,  Tonga, Tuvalu,  Western Samoa, and  Vanuatu. 
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d t h a t  new t t i s t ica l  arrangements  had been 
i n t r o d u c e d  t o  replace p rev ious  arrangements  under which the A u s t r a l i a n  t r a d -  
i n g  banks are r e q u i r e d  t o  e s t a b l i s h  t h a t  any n e c e s s a r y  exchange c o n t r o l  
a u t h o r i t y  f o r  l a r g e  inward c a p i t a l  f lows had been g i v e n  b e f o r e  c o n v e r t i n g  
f o r e i g n  exchange i n t o  A u s t r a l i a n  cu r rency .  However, a u t h o r i t y  was s t i l l  
r e q u i r e d  b e f o r e  agreements were e n t e r e d  i n t o  t o  borrow from n o n r e s i d e n t s  and 
b e f o r e  any s h a r e s  i n  A u s t r a l i a n  companies were a l l o t t e d ,  i s s u e d ,  o r  t r a n s -  
f e r r e d  t o  any n o n r e s i d e n t .  Foreign inves tmen t  p o l i c y  was a l s o  u n a f f e c t e d  
and t a x  c l e a r a n c e  c e r t i f i c a t e s  c o n t i n u e  t o  be r e q u i r e d  where a p p l i c a b l e .  

December 3. Import q u o t a s  on passenge r  v e h i c l e s  f o r  1981 were reduced 
t o  88,000 from 90,970 i n  1980, w i th  t h e  f i n a l  quo ta  t o  be determined fol low- 
i n g  a review of t h e  market i n  mid-1981. 

6 .  Recent  changes i n  budgetary a s s i s t a n c e  t o  i n d u s t r y  

It w a s  announced on A p r i l  14,  1980 t h a t  c a p i t a l  e x p e n d i t u r e  by p r imary  
p roduce r s  on p l a n t  o r  s t r u c t u r a l  improvements f o r  conse rv ing  and conveying 
water f o r  use i n  t h e i r  b u s i n e s s e s  was t o  be made f u l l y  d e d u c t i b l e  i n  t h e  y e a r  
i n  which t h e  e x p e n d i t u r e  was i n c u r r e d .  As of August 7 ,  1980 t h e  ra te  of 
i n t e r e s t  payable  on Income E q u a l i z a t i o n  Depos i t s  (IED) h e l d  by pr imary pro- 
d u c e r s  w a s  i n c r e a s e d  from 5 p e r  c e n t  t o  7 pe r  c e n t .  The new ra t e  a p p l i e s  t o  
IEDs h e l d  a t  t h a t  t i m e  a s  w e l l  as  t o  new d e p o s i t s  made subsequen t ly .  

I la jor  changes,  i n c l u d i n g  t h o s e  foreshadowed, i n  budge ta ry  a s s i s t a n c e  t o  
i n d u s t r y  announced i n  t h e  1980-81 budget o r  subsequen t ly  a re  o u t l i n e d  below. 

a.  R u r a l  s e c t o r  

Expend i tu re  on wool promotion and r e s e a r c h  by t h e  Government i s  e s t i m a t e d  
t o  i n c r e a s e  from $A 19 mil1io.n i n  1979-80 t o  $A 27.1 m i l l i o n  i n  1980-81. 
The v a l u e  of t h e  i n t e r e s t  subs idy  pa id  by t h e  Government t o  re imburse t h e  
Wheat Board's a d d i t i o n a l  borrowing c o s t s ,  r e s u l t i n g  from t h e  Government's 
r e q u e s t  t h a t  t h e  Wheat Board p a r t l y  f i n a n c e  i t s  f i r s t  advance payments t o  
growers  from commercial borrowings,  i s  expec ted  t o  i n c r e a s e  almost  f o u r f o l d  
from $A 7.7 m i l l i o n  i n  1979-80 t o  $A 28.7 m i l l i o n  i n  1980-81. 

Following a r e p o r t  by t h e  I A C  on a p p l e s  and p e a r s ,  t h e  Government h a s  
decided t h a t  new arrangements  w i l l  a p p l y  f o r  t h e  1981-85 e x p o r t  s e a s o n s ,  
whereby t h e  Government w i l l  u n d e r w r i t e  a p p l e  and p e a r  e x p o r t  r ece ip t s  i n  e a c h  
s e a s o n  a t  95 p e r  c e n t  of t h e  weighted ave rage  r e t u r n  f o r  t h e  f o u r  immediately 
p reced ing  seasons .  Supplementary a s s i s t a n c e  w i l l  c o n t i n u e  f o r  t h e  s e a s o n s  
1981 t o  1984 on a d o l l a r - f o r - d o l l a r  b a s i s  w i t h  p a r t i c i p a t i n g  s ta tes .  The 
budget p r o v i s i o n  c o v e r i n g  t o t a l  s t a b i l i z a t i o n  and supplementary a s s i s t a n c e  
e x p e n d i t u r e  f o r  1980-81 i s  $A 3.4 m i l l i o n  f o r  a p p l e  e x p o r t s  and $A 0.4 m i l l i o n  
f o r  pea r  e x p o r t s .  The n i t r o g e n o u s  f e r t i l i z e r  s u b s i d y ,  due t o  e x p i r e  a t  t h e  
end of 1980, h a s  been extended a f u r t h e r  y e a r ,  a t  a n  e s t i m a t e d  c o s t  of 
$A 5 million i n  1980-81 compared w i t h  $A 7.3 m i l l i o n  i n  1979-80. P r o v i s i o n  
of $A 46 m i l l i o n  i s  inc luded  i n  1980-81 f o r  t h e  phosphate  f e r t i l i z e r  bounty 
compared w i t h  $A 51.4 m i l l i o n  i n  1979-80. 
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A s p e c i a l  d e p r e c i a t i o n  a l lowance  (20  p e r  c e n t  over  f i v e  y e a r s )  w a s  i n t r o -  
duced f o r  new machinery used wholly and e x c l u s i v e l y  i n  a g r i c u l t u r a l ,  pas- 
t o r a l ,  and f o r e s t r y  o p e r a t i o n s .  The al lowance a l s o  a p p l i e s  t o  t h e  pu rchase  
of  new vessels i n  t h e  f i s h i n g  i n d u s t r y .  The c a p i t a l  c o s t  of a wide r ange  of  
s o i l  c o n s e r v a t i o n  measures became e l i g i b l e  f o r  immediate tax d e d u c t i o n  i n  
t h e  y e a r  of e x p e n d i t u r e .  

b. Pfining s e c t o r  

The mining s e c t o r  i s  p r i m a r i l y  a s s i s t e d  th rough  t h e  t a x a t i o n  system by 
way of v a r i o u s  s p e c i a l  p r o v i s i o n s  a p p l y i n g  t o  mining companies o r  t o  t h e i r  
s h a r e h o l d e r s .  No major  changes have been made r e c e n t l y  o r  foreshadowed i n  
budge ta ry  a s s i s t a n c e  provided t o  t h e  mining s e c t o r .  

c. Manufactur ing s e c t o r  

The manufac tu r ing  s e c t o r  i s  predominant ly  a s s i s t e d  by t a r i f f s  and quan- 
t i t a t i v e  r e s t r i c t i o n s  which p rov ide  p r o t e c t i o n  a g a i n s t  imports .  S i g n i f i c a n t  
a s s i s t a n c e  i s ,  however, a l s o  provided t o  t h e  manufac tu r ing  s e c t o r  t h rough  
t h e  budget.  Prebudget rates of d e p r e c i a t i o n  i n  r e s p e c t  of  most new o r  second 
hand i t e m s  of p l a n t  o rde red  a f t e r  August 19, 1980 were i n c r e a s e d  by 20 p e r  
c e n t .  

Bounty payments t o  manufactur ing i n d u s t r y  are  expec ted  t o  increase by 
some 37 p e r  c e n t  from $A 61.5 m i l l i o n  i n  1979-80 t o  $A 84.1 m i l l i o n  i n  1980-81. 
Fol lowing a r ev iew by t h e  I A C ,  a new bounty scheme f o r  s h i p b u i l d i n g  a s s i s t a n c e  
commenced on J u l y  1,  1980. The c u r r e n t  ra te  of bounty of 27.5 pe r  c e n t ,  
which a p p l i e s  t o  t h e  c o n s t r u c t i o n  c o s t s  of v e s s e l s ,  w i l l  be phased down t o  a 
long-term rate of 20 pe r  cent from June 30, 1984 t o  J u l y  1, 1986. Ou t l ays  
i n  1980-81 are a n t i c i p a t e d  t o  i n c r e a s e  by $A 17..4 m i l l i o n  t o  $A 31.8 m i l l i o n .  

Expend i tu re  aimed a t  promoting e x p o r t s  i s  expec ted  t o  r ise by a lmos t  
21 p e r  c e n t ,  from $A 240.6 m i l l i o n  i n  1979-80 t o  $A 290.2 m i l l i o n  i n  1980-81. 
Export  i n c e n t i v e  payments are expec ted  t o  i n c r e a s e  by $A 30 m i l l i o n  t o  
$A 200 m i l l i o n  i n  1980-81 under t h e  Export  Expansion Gran t s  Scheme; and pay- 
ments under t h e  Export  f l a r k e t  Development Gran t s  Scheme are expec ted  t o  
i n c r e a s e  from $A 45 m i l l i o n  i n  1979-80 t o  $A 60 m i l l i o n  i n  1980-81. 

7. N o n t a r i f f  b a r r i e r s  f a c e d  by A u s t r a l i a n  e x p o r t e r s  

A u s t r a l i a n  e x p o r t e r s  a re  c o n f r o n t e d  wi th  a wide aray on n o n t a r i f f  bar- 
r iers e s p e c i a l l y  a g a i n s t  a g r i c u l t u r a l  p r o d u c t s ,  which t h e  N u l t i l a t e r a l  Trade 
N e g o t i a t i o n s  concluded i n  1979 l a r g e l y  f a i l e d  t o  e l i m i n a t e  o r  t o  modify.  

Access t o  t h e  EC market f o r  a wide r ange  of  a g r i c u l t u r a l  p r o d u c t s  of 
importance t o  A u s t r a l i a ,  i n c l u d i n g  b e e f ,  c h e e s e ,  whea t ,  and f r u i t  i s  seri- 
o u s l y  impeded by t h e  Common A g r i c u l t u r a l  P o l i c y  (CAP). Sheep meat h a s  r e c e n t l y  
been inc luded  i n  t h e  regime. Through t h e  mechanism of v a r i a b l e  import  l e v i e s ,  
t h e  system l i m i t s  i m p o r t s  of the p r o d u c t s  conce rned  and t h e  e f f e c t s  were such  
t h a t  between 1974 and 1978 e x p o r t s  of  f o o d s t u f f s  t o  t h e  EC from A u s t r a l i a  
were reduced by 80 p e r  c e n t  (Tab le  43 ) .  Moreover, t h e  maintenance of h i g h  
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domes t i c  s u p p o r t  prices i n  t h e  EC c o u n t r i e s  r e s u l t s  i n  t h e  g e n e r a t i o n  of s u r -  
p l u s e s  i n  farm p r o d u c t s ,  which are  s o l d  t o  o t h e r  c o u n t r i e s  w i t h  t h e  a i d  of 
e x p o r t  s u b s i d i e s .  The s u b s i d i z e d  e x p o r t s  have a p r i ce -depres s ing  e f f e c t  i n  
external m a r k e t s ,  which are  i n  many cases t h o s e  t h a t  t r a d i t i o n a l  e x p o r t i n g  
c o u n t r i e s ,  such  a s  A u s t r a l i a ,  have sought  t o  deve lop  i n  o r d e r  t o  o f f s e t  t h e  
l o s s  of t h e i r  t r a d i t i o n a l  s a l e s  o u t l e t s  i n  Europe. Other  practices of t h e  
EC, i n c l u d i n g  g l o b a l  q u o t a s ,  import  l i c e n s i n g ,  s e a s o n a l  r e s t r i c t i o n s ,  e tc . ,  
are  shown i n  Table  4 4 .  

In  the Japanese  marke t ,  A u s t r a l i a n  f a r m  e x p o r t s  are conf ron ted  w i t h  a 
system of q u o t a s ,  s ta te  t r a d i n g  a r r angemen t s ,  o r  l i c e n s i n g  schemes t o  p r o t e c t  
domes t i c  a g r i c u l t u r a l  producers .  Examples of A u s t r a l i a n  p roduc t s  a f f e c t e d  
by s u c h  measures  i n c l u d e  b e e f ,  d a i r y  p r o d u c t s ,  s u g a r ,  l e a t h e r ,  c i t r u s  f r u i t s ,  
and f r u i t  and v e g e t a b l e  j u i c e s .  

I n  the United S t a t e s  a g r i c u l t u r a l  p r o d u c t s  are  s u b j e c t  t o  v a r i o u s  
r e s t r i c t i o n s  under S e c t i o n  22 of t h e  A g r i c u l t u r a l  Adjustment A c t .  This  
p r o v i d e s  f o r  import  q u o t a s  on b u t t e r ,  c h e e s e ,  and o t h e r  d a i r y  and d a i r y -  
r e l a t e d  p roduc t s .  In a d d i t i o n ,  v o l u n t a r y  r e s t r a i n t  arrangements  app ly  t o  
impor t s  of  meat. 

I n  Canada, A u s t r a l i a  f a c e s  v o l u n t a r y  r e s t r a i n t s  € o r  t h e  i m p o r t a t i o n  of 
b e e f ,  d i s c r e t i o n a r y  l i c e n s i n g  f o r  t h e  i m p o r t a t i o n  of p re se rved  milk and 
b u t t e r ,  and g l o b a l  q u o t a s  on t h e  i m p o r t a t i o n  of cheese .  R e s t r i c t i o n s  a l s o  
r e s u l t  from t h e  a p p l i c a t i o n  of p r o v i n c i a l  laws on t h e  i m p o r t a t i o n  of wines.  
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Table 41. Aus t r a l i a :  Average Nominal Rates of Assistance L! f o r  Groups - 
of Manufacturing I n d u s t r i e s  

Average Nominal Rate 
I ndus t r y  1968169 1973174 1976177 1977/78 1978179 11 

( I n  p e r  cent )  

Food, beverages,  and tobacco 

Textiles 

Clo th ing  and footwear 

Wood, wood p roduc t s ,  and f u r n i t u r e  

Paper and paper  products ,  p r i n t i n g  

Chemical, petroleum, and c o a l  

Nonmetall ic minera l  p roducts  

Bas ic  metal products  

Fabr ica ted  metal products  

Transport  equipment 

Other machinery and equipment 

Miscellaneous manufacturing 

products  

T o t a l  manufacturing 

14  

25 

53  

22 

29 

2 1  

12 

14 

38 

34 

34 

30 

24 
- 

8 

19  

36 

1 4  
2 1  

16 

8 

10 

27 

26 

23 

2 1  

1 7  
- 

7 7 

24 26 

62 64 

1 3  13 

1 7  16  

8 7 

5 4 

7 6 

22 21 

29 30 

19 1 7  
20 20 

15 15 
- - 

Source: Indus t ry  Ass is tance  Commission, Annual Report  1979180. 

- 1/ The term "nominal a s s i s t ance"  he re  r e f e r s  t o  t h e  gross  a s s i s t a n c e  provided 
t o  an a c t i v i t y ,  i n d u s t r y ,  e t c . ,  and can cover  any o r  a l l  forms of a s s i s t a n c e .  The 
nominal ra te  of  a s s i s t a n c e  is  t h e  amount of assistance expressed as a percentage 
of t h e  va lue  of ou tpu t .  The forms of  a s s i s t a n c e  covered by t h i s  t a b l e  are t a r i f f s ,  
q u a n t i t a t i v e  r e s t r i c t i o n s  on impor ts ,  s u b s i d i e s  i n c l u d i n g  expor t  i n c e n t i v e s ,  and 
s p e c i a l  p r i c i n g  schemes f o r  suga r  and petroleum p roduc t s .  
n o t  taken i n t o  account i nc lude  government purchasing p r a c t i c e s  and t h e  l o c a l  
conten t  scheme f o r  motor v e h i c l e s .  

Forms of a s s i s t a n c e  

- 2 /  Pre l iminary ;  sub jec t  t o  r ev i s ion .  
31 Es t imates  of a s s i s t a n c e  a f forded  by q u a n t i t a t i v e  r e s t r i c t i o n s  which con- 

t r i b u t e  s i g n i f i c a n t l y  t o  t o t a l  a s s i s t a n c e  f o r  t hese  i n d u s t r i e s  were n o t  a v a i l a b l e  
f o r  1978-79. 
nominal rates of a s s i s t a n c e  f o r  t a r i f f  items s u b j e c t  t o  q u a n t i t a t i v e  r e s t r i c t i o n s  
i n  1977-78 remain unchanged i n  1978-79. 

The f i g u r e s  i n  b racke t s  are estimates made on t h e  assumption t h a t  



Table  42. A u s t r a l i a :  E f f e c t i v e  Rates of A s s i s t a n c e  - 11 
f o r  Groups of Manufacturing I n d u s t r i e s  

Average E f f e c t i v e  Rate 
I n d u s t r y  1968/69 1973174 1976/77 1977178 1978/79 - 21 

( I n  p e r  c e n t )  

Food, beverages ,  and tobacco 

T e x t i l e s  

C l o t h i n g  and footwear  

Wood, wood p r o d u c t s ,  and f u r n i t u r e  

Paper  and paper  p r o d u c t s ,  p r i n t i n g  

Chemical, pe t ro leum,  and c o a l  

Nonmetal l ic  m i n e r a l  p r o d u c t s  

Basic metal p r o d u c t s  

F a b r i c a t e d  m e t a l  p r o d u c t s  

T r a n s p o r t  equipment 

Other  machinery and equipment 

Misce l laneous  manufactur ing 

p r o d u c t s  

Total  manufac tur ing  

S tandard  d e v i a t i o n  of  e f f e c t i v e  
rates of  a s s i s t a n c e  

1 6  

43 

97 

26 

52 

3 1  

15 

31 

6 1  

50 

43  

34 

36 

(30) 

- 

18 1 6  1 3  

35 5 1  57 

64 1 4 1  1 4  9 

1 6  18 18 

38 30 29 

25 21 

11 7 

22 1 5  

44 34 

39 54 

29 22 

25 24 

27 27 
- - 

18 

5 

14 

32 

6 1  

2 1  

27 

26 
- 

Source:  I n d u s t r i e s  A s s i s t a n c e  Commission, Annual Report  1979180. 

11 " N e t "  a s s i s t a n c e  provided t o  an  a c t i v i t y ,  i n d u s t r y ,  e t c . ,  a f t e r  making al low- 
a n c e  f o r  t h e  e f f e c t s  of t a r i f f s  and o t h e r  forms of  p r o t e c t i o n  which i n c r e a s e  t h e  
c o s t s  of t h e  a c t i v i t i e s  concerned. A f u l l e r  e x p l a n a t i o n  o f  e f f e c t i v e  rates of  
a s s i s t a n c e  is  i n  Trends i n  t h e  S t r u a t u r e  of A s s i s t a n c e  t o  Manufactur ing,  AGPS, 1980. 
The forms of assistacce covered by t h i s  t a b l e  are t h e  same as t h o s e  covered i n  
Table  ( s e e  f o o t n o t e  of t h a t  t a b l e ) .  
- 21 P r e l i d n a r y ,  s u b j e c t  t o  r e v i s i o n .  
- 31 E s t i m a t e s  of a s s i s t a n c e  a f f o r d e d  by q u a n t i t a t i v e  r e s t r i c t i o n s  which con- 

t r i b u t e  s i g n i f i c a n t l y  t o  t o t a l  a s s i s t a n c e  f o r  t h e s e  i n d u s t r i e s  were n o t  a v a i l a b l e  
f o r  1978-79. The f i g u r e s  i n  b r a c k e t s  are estimates made on t h e  assumption t h a t  
nominal rates of  a s s i s t a n c e  f o r  t a r i f f  items s u b j e c t  t o  q u a n t i t a t i v e  r e s t r i c t i o n s  
i n  1977-78 remain unchanged i n  1978-79. 
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Table 4 3 .  Australia: Commodity Exports to the EC - 1/ 

(In thousands of tonnes) 

1965166 1975176 1977/ 78 
~ 

Sugar 

Wheat 

Beef and veal 

Butter 

Cheese 

Canned fruits 

Apples and pears 

461 

693 

92 

64 

11 

113 

164 

42 

54 

31 

28 

Source: Data provided by the Australian authorities. 

- 1/ 
- 2 1  

EC of the nine. 
Re-exported to countries outside the EC. 
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Table 44.  Australia: Nontariff Trade Barriers Facing 
Agricultural Exports to the EC L/ 

S ITC Description Nontariff trade restraint 11 

001 
011 

013 
022 
031 
04 1 
04 2 
043 
044 
045 
046 
04 7 
048 
051 
05 2 
053 
054 
055 
061 
071 
072 
073 
074 
081 
099 
112 
122 
422 
431 

Live animals 
Meat; fresh, chilled, or frozen 

Meat in airtight containers 
Milk and cream 
Fish and fish preparations 
Wheat and meslin unmilled 
Rice 
Barley unmilled 
Maize unmilled 
Other cereals unmilled 
Meal and wheat flour 
Meal and cereal flour 
Cereal preparations 
Fresh fruit and nuts 
Dried fruit 
Preserved fruit 
Preserved vegetables 
Vegetable roots and tubers 
Sugar and honey 
Coffee 
Cocoa 
Cocoa food preparations 
Tea and mat6 
Feeding stuff for animals 
Food preprations, n.e.s. 
Alcoholic beverages 
Tobacco manufactures 
Fixed vegetable oils 
Processed oils 

PHS, R, SP 
HS, PHS, DL, GQ, R, MF, ST, VL, 

HS, PHS, R, DL, VL, SP 
VL 
SP, Q, BQ 
VL, SP 
VL, SP 
VL, SP 
VL, SP 
VL, SP 
VL, SP 
VL, SP 

SP 

VL, SP, ST, HS 
HS, GQ, BQ, SP, R, SR, DL, SR 
DL, HS, Q 
BQ, Q, HS, DL, GQ, VL, SP 
SP, BQ, DL 
SP,  HS, BQ, GQ 
VL, SP, PHS, L, HS, BQ 
SP 
SP 
SP, HS, BQ, LL, DL 
SP 
VL, SP 
SP, L, BQ, DL 
R, SP, HS, ST, DL, LL 
DL, GQ, SP 
SP 
SP, R, DL 

Source: Information provided by the Australian authorities. 

- 1/ UNCTAD Secretariat tabulations. 
21 Restrictions applied in whole or in part to the SITC group. The key 

to-these symbols is as follows: 
sanitary reasons or health and sanitary regulations; SP = special import 
preferences for States associated with the EC; Q = quotas (method unspeci- 
fied) or bilateral quotas; GQ = global quotas; DL, LL = discretionary 
or liberal licensing of  imports; L = import licensing (method unspecified); 
VL, MP = variable levy or other minimum import price. restriction; R = 

restrictions (method unspecified) or special seasonal restrictions; and 
ST = state trading. 

PHS, HS = prohibitions due to health and 
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/' A u s t r a l i a ' s  Energy P o l i c y  

1. The enerpy s i t u a t i o n  

A u s t r a l i a  i s  a n e t  energy e x p o r t e r  w i t h  v e r y  l a r g e  reserves of c o a l  and 
uranium and smaller but  s i g n i f i c a n t  reserves of na tu ra l  g a s ,  It has t h e  
l a r g e s t  a b s o l u t e  s u r p l u s  of indigenous energy  p r o d u c t i o n  over domest ic  
requi rements  i n  t h e  OECD area. The dominant energy s o u r c e  i s  coal,  which 
a c c o u n t s  f o r  about two t h i r d s  of domest ic  pr imary energy o u t p u t  and i s  t h e  
p r i n c i p a l  energy  e x p o r t  i t e m .  As t o  c rude  o i l ,  which i s  t h e  most important  
s i n g l e  s o u r c e  of domest ic  primary energy consumption, Australia's s e l f -  
s u f f i c i e n c y  i s  about  70 per  c e n t  (Tables  45-48). N e v e r t h e l e s s ,  sudden and 
s i z a b l e  i n c r e a s e s  i n  o i l  p r i c e s  r e p r e s e n t  a major  u n c e r t a i n t y  f o r  t h e  balance 
of payments. Thus, n o t w i t h s t a n d i n g  an  expansion of c o a l  shipments ,  L/ t h e  
upsurge i n  o i l  p r i c e s  n e a r l y  e l i m i n a t e d  t h e  t r a d e  s u r p l u s  on fuels i n  1979/80 
(Table  49) .  Moreover, as of 1980, c o a l  r e p r e s e n t e d  about  96 per  c e n t  of 
A u s t r a l i a ' s  i d e n t i f i e d  economical ly  r e c o v e r a b l e  energy r e s o u r c e s  and about 
39 p e r  c e n t  of o v e r a l l  primary energy consumption, whereas o i l  and n a t u r a l  
gas  accounted f o r  o n l y  1 p e r  c e n t  of i d e n t i f i e d  economical ly  r e c o v e r a b l e  
r e s o u r c e s  but  f o r  about  57 p e r  c e n t  of consumption. The r a t i o  of economical ly  
r e c o v e r a b l e  r e s o u r c e s  t o  1979/80 product ion  i s  a lmost  3,300 f o r  c o a l ,  80 f o r  
n a t u r a l  g a s ,  and about  1 5  f o r  c r u d e  o i l .  L/ 
2. Energy p o l i c y  

The immediate purpose of A u s t r a l i a ' s  energy  p o l i c y  i s  t o  e n s u r e  s t a b l e  
and s e c u r e  energy s u p p l i e s  and t o  reduce dependence on imported o i l .  I n  t h e  
long run ,  t h e  a i m  i s  t o  develop a d i v e r s i f i e d  energy  base ,  which minimizes 
dependence on l i q u i d  f u e l s  and re l ies  t o  a l a r g e r  e x t e n t  on more abundant ly  
a v a i l a b l e  a l t e r n a t i v e  l o c a l  s o u r c e s  of pr imary energy.  A government state- 
ment on energy  p o l i c y  t o  t h e  House of R e p r e s e n t a t i v e s  i n  November 1977 ou t -  
l i n e d  s i x  main o b j e c t i v e s  t o  achieve  t h e s e  broad g o a l s :  

a .  t o  move c r u d e  o i l  p r i c e s  t o  world p a r i t y  over  a number of y e a r s ;  

b. t o  r e s t r a i n  t h e  average ra te  of growth of energy consumption, par- 
t i c u l a r l y  of l i q u i d  f u e l s ;  

c. t o  a c h i e v e  t h e  h i g h e s t  d e g r e e  of s e l f - s u f f i c i e n c y  i n  l i q u i d  f u e l s  
c o n s i s t e n t  w i t h  t h e  b r o a d l y  economic use  of A u s t r a l i a n  energy r e s o u r c e s ;  

11 About 85  per  c e n t  of c o a l  e x p o r t s  i s  coking  c o a l ;  u n l i k e  uranium, 
n a t u r a l  g a s ,  and s teaming c o a l ,  t h e  demand f o r  coking c o a l  i s  n o t  d i r e c t l y  
l inked  t o  t h e  o v e r a l l  demand f o r  energy b u t  p r i m a r i l y  t o  t h e  growth of t h e  
i r o n  and s tee l  i n d u s t r y .  

2 1  E s t i m a t e s  of A u s t r a l i a ' s  proved r e s e r v e s  amount t o  28 b i l l i o n  t o n s  f o r  
black c o a l  and t o  36 b i l l i o n  tons  f o r  brown c o a l  (December 3 1 ,  1979);  t o  
300,000 t o n s  o f  uranium (June  30, 1980) ;  t o  309 b i l l i o n  c u b i c  meters of 
n a t u r a l  gas  i n  Bass S t r a i t  and Cooper Basin f i e l d s  c u r r e n t l y  i n  product ion  
(September 30, 1980);  t o  458 b i l l i o n  c u b i c  meters of n a t u r a l  g a s  i n  t h e  
North West Shel f  (December 31, 1979);  and t o  1 ,786 m i l l i o n  b a r r e l s  of c rude  
o i l  ( June  30, 1980) .  Demonstrated i n  s i t u ,  r e s o u r c e s  of o i l  s h a l e  are es t i -  
mated t o  y i e l d  some 16,500 m i l l i o n  b a r r e l s  of s h a l e  o i l  (December 2 ,  1980).  
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d. t o  develop new economic o i l  and g a s  r e s o u r c e s ;  

e. t o  i n c r e a s e  s u b s t a n t i a l l y  energy r e s e a r c h  and dev 
l a r l y  i n  c o a l  l i q u e f a c t i o n  and s o l a r  power; and 

lopment , p a r t i c u -  

f .  t o  encourage i n d i v i d u a l  major p r o j e c t s  t o  meet o v e r s e a s  demand f o r  
energy  materials where t h e s e  would provide a n  adequate  r e t u r n  t o  A u s t r a l i a .  

The f i r s t  g o a l  was achieved i n  1978/79 and t h e  o t h e r  p o i n t s  were r e a f -  
f i rmed i n  more r e c e n t  p o l i c y  s t a t e m e n t s  by t h e  Prime M i n i s t e r  t o  Par l iament .  

When formula t ing  i t s  energy p o l i c y ,  t h e  Government r e l i e d  h e a v i l y  on 
market f o r c e s  t o  determine supply and demand f a c t o r s .  It i d e n t i f i e d  i t s  own 
r o l e  as s e t t i n g  " t h e  scene w i t h i n  which t h e  p r i v a t e  s e c t o r  and government 
i n s t r u m e n t a l i t i e s  can  o p e r a t e  wi th  conf idence ,  w h i l e ,  a s  f a r  as p r a c t i c a b l e .  .. 
a l l o w i n g  t h e  f o r c e s  of t h e  market t o  a l l o c a t e  ... a v a i l a b l e  r e s o u r c e s  of 
manpower, c a p i t a l  and technology ." I n  c i rcumstances  where market f o r c e s  
would n o t  a c h i e v e  t h e  Government's o b j e c t i v e s ,  t a x e s  and s u b s i d i e s  would be 
used t o  encourage c o n s e r v a t i o n  and i n t e r e n e r g y  s u b s t i t u t i o n ,  advance t h e  
product ion  of new s o u r c e s  of energy ,  and i n t e n s i f y  e x p l o r a t i o n  and t h e  
development of c o a l ,  o i l ,  and gas  f i e l d s .  

S t a t e  Governments have s u b s t a n t i a l  c o n t r o l  and r e s p o n s i b i l i t y  over  
onshore energy matters such  as e x p l o r a t i o n ,  development,  p roduct ion ,  and 
d i s t r i b u t i o n  of primary energy  s o u r c e s ,  i n c l u d i n g  i n f r a s t r u c t u r e  developments.  
The Commonwealth a l s o  has  r e s p o n s i b i l i t i e s  and i n t e r e s t s  r e l a t i n g  t o  some of 
t h e s e  matters. 

Most of A u s t r a l i a ' s  petroleum r e s o u r c e s  are  l o c a t e d  o f f s h o r e ,  i n  t h e  
Bass S t r a i t  (c rude  o i l  and n a t u r a l  g a s )  and on t h e  North West Shel f  ( n a t u r a l  
g a s ) .  The Commonwealth h a s  r e c e n t l y  l e g i s l a t e d  t o  permi t  t h e  States  and t h e  
Northern T e r r i t o r y  t o  e x e r c i s e  t h e i r  powers t o  t h e  o u t e r  l i m i t s  of t h e  t h r e e -  
m i l e  t e r r i t o r i a l  sea .  This  l e g i s l a t i o n  i s  y e t  t o  come i n t o  f o r c e .  The 
r e s p o n s i b i l i t y  f o r  t h e  e x p l o i t a t i o n  of o f f s h o r e  r e s o u r c e s  beyond t h e  t h r e e -  
m i l e  l i m i t  is shared  between t h e  Commonwealth and t h e  S t a t e s ,  w i t h  f i n a l  
c o n t r o l  r e t a i n e d  by t h e  Commonwealth. 

The main e lements  of energy p o l i c y  a r e  o u t l i n e d  below. 

a .  Energy p rices 

The Commonwealth Government h a s  l i m i t e d  a u t h o r i t y  o v e r  energy p r i c e s .  
It e s t a b l i s h e s  both t h e  p r i c e  t o  r e f i n e r s  of c rude  o i l  and t h e  wholesa le  
p r i c e  of l i q u i f i e d  petroleum gas (LPG) f o r  u s e r s  o t h e r  than  pe t rochemica l  
and n o n t r a d i t i o n a l  i n d u s t r y  u s e r s .  S t a t e  p r i c e  c o n t r o l s  are i n  e f f e c t  a t  
t h e  wholesa le  l e v e l  i n  South A u s t r a l i a  and a t  t h e  wholesa le  and re ta i l  l e v e l s  
i n  New South Wales. Natura l  g a s  and e l e c t r i c i t y  p r i c i n g  are e s s e n t i a l l y  
determined by t h e  S t a t e s .  

Beginning i n  1977 t h e  Commonwealth Government i n c r e a s e d  t h e  p r i c e  of 
ind igenous  c r u d e  o i l  toward world market l e v e l s  w i t h  t h e  f i n a l  s t e p  t o  world 
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p r i c e  l e v e l s  being announced i n  t h e  1978-79 budget.  The p r i c e  f o r  domes- 
t i c a l l y  produced c rude  o i l  i s  based on t h e  o f f i c i a l  Saudi  Arabian l i g h t  
"marker" p r i c e ,  c o n v e r t e d  t o  A u s t r a l i a n  d o l l a r s  and a d j u s t e d  t o  r e f l e c t  
a l l o w a n c e s  f o r  q u a l i t y  d i f f e r e n t i a l s ,  f r e i g h t ,  whar fage ,  and c r e d i t  terms. 
A u s t r a l i a n  r e f i n e r s  pay t h e  r e s u l t a n t  import  p a r i t y  p r i c e  f o r  i nd igenous  
c r u d e  o i l  ( T a b l e  50 ) .  P roduce r s  r e c e i v e  t h o s e  p r i c e s  l e s s  any lev ies  payab le  
t o  t h e  Commonwealth. No l e v y  a p p l i e s  t o  f i e l d s  d i s c o v e r e d  on o r  a f t e r  
August 18, 1976. For o i l  d i s c o v e r e d  p r i o r  t o  t h a t  d a t e  and s u b j e c t  t o  import  
p a r i t y - r e l a t e d  r e t u r n s ,  t h e  l e v y  v a r i e s  w i t h  t h e  s i z e  of  the f i e l d  (Tab le  51) .  
I n  1979/80 p r o d u c e r s  of  o i l  d i s c o v e r e d  p r i o r  t o  August 18, 1976 r e c e i v e d  
import  p a r i t y - r e l a t e d  r e t u r n s  ( i . e . ,  t h e  import  p a r i t y  p r i c e  minus the l e v y )  
on 35 p e r  c e n t  of t h e i r  p roduc t ion  o r  6 m i l l i o n  b a r r e l s  a y e a r ,  whichever  
was t h e  g r e a t e r  f o r  e a c h  f i e l d .  For t h e  b a l a n c e ,  p roduce r s  r e c e i v e d  a govern- 
men t -con t ro l l ed  r e t u r n .  For 1980/81 t h e  p r o p o r t i o n  of o l d  o i l  a t t r a c t i n g  
p a r i t y - r e l a t e d  r e t u r n s  i s  50 p e r  c e n t  o r  6 m i l l i o n  b a r r e l s  a y e a r ,  whichever 
i s  g r e a t e r  f o r  each  f i e l d .  The Government h a s  t a k e n  a n  " i n  p r i n c i p l e "  dec i -  
s i o n  t o  c o n t i n u e  t h e  phas ing  i n  of import  p a r i t y - r e l a t e d  r e t u r n s ,  which 
would be extended a f t e r  June  1981  t o  a l l  o l d  f i e l d s  n o t  producing more t h a n  
1 5  m i l l i o n  b a r r e l s  a year. For o i l  f i e l d s  y i e l d i n g  more t h a n  1 5  m i l l i o n  
b a r r e l s  a y e a r  , t h e  p r o p o r t i o n  of o u t p u t  e a r n i n g  p a r i t y - r e l a t e d  r e t u r n s  
would be h e l d  a t  50 p e r  c e n t .  

I n  A p r i l  1980 t h e  Commonwealth Government i n t r o d u c e d  new p r i c i n g  a r r ange -  
ments f o r  LPG. Under t h e s e  a r r angemen t s  t h e  d o m e s t i c  who lesa l e  p r i c e  f o r  
n a t u r a l l y  o c c u r r i n g  LPG f o r  u s e r s  o t h e r  t h a n  p e t r o c h e m i c a l  and n o n t r a d i t i o n a l  
i n d u s t r y  u s e r s  L/ w a s  s e t  t o  y i e l d  a r e t a i l  p r i c e  f o r  au tomot ive  LPG i n  
k l b o u r n e  of abou t  h a l f  t h e  r e t a i l  p r i c e  of premium g a s o l i n e ,  i n  o r d e r  t o  
encourage u s e  of  LPG as  a n  automotive f u e l .  The w h o l e s a l e  p r i c e  of LPG i s  
i n c r e a s e d  i n  s t e p  w i t h  t h e  p e r c e n t a g e  rise i n  t h e  import  p a r i t y  p r i c e  of 
domes t i c  c rude  o i l ,  provided t h a t  t h i s  p rocedure  does  n o t  l e a d  t o  a domes t i c  
LPG w h o l e s a l e  price g r e a t e r  tha.n t h e  e x p o r t  p a r i t y  p r i c e  of LPG. I f  i t  d o e s ,  
t h e  e x p o r t  p a r i t y  p r i c e  becomes t h e  p r i c e  f o r  d o m e s t i c  purposes .  

S t a t e  Coal Boards i n  New South Wales and Queensland have t h e  power t o  
review t h e  p r i c e  of c o a l  consumed i n  t h o s e  S t a t e s .  S ince  most c o a l  stems 
from user-owned o r  c a p t i v e  mines ,  i t  i s  commonly t r a n s f e r r e d  a t  o r  c l o s e  t o  
c o s t .  A l l  c o a l  e x p o r t  agreements  are s u b j e c t  t o  t h e  Commonwealth Govern- 
men t ' s  a p p r o v a l .  

N a t u r a l  gas prices charged a t  t h e  wel lhead a re  g e n e r a l l y  based on long- 
term c o n t r a c t s .  While r e c e n t  c o n t r a c t s  have e s c a l a t i o n  c l a u s e s  and y i e l d  
p r i c e s  around world l e v e l s ,  some o l d  c o n t r a c t s ,  e s p e c i a l l y  f o r  Bass S t r a i t  
p r o d u c t i o n ,  l a c k  such  c l a u s e s  and low pr ices  have r e s u l t e d .  

The measures  of  t h e  Commonwealth Government t o  b r i n g  o i l  p r i c e s  t o  world 
market l e v e l s  have l e d  t o  a broad r e s t o r a t i o n  of a p p r o p r i a t e  r e l a t i o n s h i p s  
between domes t i c  and e x t e r n a l  p r i c e s ,  which had become o u t  of l i n e  subsequent  
t o  t h e  1973 OPEC d e c i s i o n s .  Between 1976 and 1980 A u s t r a l i a n  u s e r  p r i c e s  

11 The pr ice  f o r  pe t rochemica l  and n o n t r a d i t i o n a l  u s e r s  is determined by 
n e g o t i a t i o n  between t h e  p a r t i e s  conce rned .  
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r o s e  more than twice as r ap id ly  as those i n  t h e  r e s t  of t h e  OECD a r e a ,  a 
r e v e r s a l  of r e l a t i o n s h i p s  between inc reases  i n  the  preceding four  years  
(Table 50). 

b. Taxation 

Indigenous crude o i l  product ion i s  sub jec t  t o  a Commonwealth levy.  
This l evy  i s  s e t  t o  ensure t h a t  t h e  revenue b e n e f i t s  of import p a r i t y  p r i c ing  
do n o t  accrue s o l e l y  t o  producers but a r e  shared by t h e  community genera l ly .  
The rates of levy are shown i n  Table 53.  In  1979/80 about 70 p e r  cen t  of 
t h e  va lue  of crude o i l  output  went t o  t h e  Commonwealth Government on account 
of t h e  crude o i l  l evy ,  and t h i s ,  toge ther  wi th  company t a x  receipts and 
Commonwealth and s ta te  r o y a l t i e s ,  amounted t o  a government "take" of some 
83 p e r  c e n t  of t h e  value of crude o i l  product ion,  compared wi th  79 p e r  cen t  
i n  1978/79. A l evy  i s  a l s o  paid by producers of n a t u r a l l y  occurr ing LPG 
from f t e l d s  i n  opera t ion  p r i o r  t o  August 1 7 ,  1977, while  output  from f i e l d s  
brought i n t o  product ion subsequent ly  remains tax f r e e .  The levy arrangements 
d i f f e r e n t i a t e  between f i e l d s  on t h e  b a s i s  of d a t e  of discovery o r  product ion 
and have encouraged exp lo ra t ion  by al lowing the  f u l l  price t o  new d i scove r i e s .  

Tax i n c e n t i v e s  t o  promote exp lo ra t ion  and development have been granted  
i n  t h e  form of acce le ra t ed  deprec i a t ion  of c a p i t a l  expendi ture  by a petroleum 
o r  gene ra l  mining company on t h e  development of a f i e l d  o r  mine and on mineral 
t r a n s p o r t  f a c i l i t i e s ;  d e d u c t i b i l i t y  of expendi ture  on petroleum prospect ing 
and development a g a i n s t  income from any source;  an investment allowance f o r  
p l a n t  ordered and i n s t a l l e d  during s p e c i f i c  t i m e  per iods ;  1/ the inc lus ion  
of a d d i t i o n a l  i t e m s  under a l lowable cap i ta l  expendi tures  e lTg ib le  f o r  r ap id  
wr i te -of f ;  and a t a x  r eba te  t o  s u b s c r i b e r s  of s h a r e  c a p i t a l  t o  companies 
engaged i n  petroleum exp lo ra t ion  and development and n a t u r a l  gas  l i que fac t ion .  

Income t a x  concessions have been extended t o  i n d u s t r i a l  u s e r s  t o  
encourage the  conversion and replacement of o i l - f  i r e d  equipment t o  more 
p l e n t i f u l  energy sources .  Sa l e s  t a x  exemptions now a p p l y  t o  domestic space 
h e a t e r s  (wi th  t h e  except ion  of kerosene h e a t e r s )  and on a wide range of 
s o l a r  app l i ances  t o  induce a g r e a t e r  reliance on f u e l s  o the r  than o i l .  
Sa l e s  t a x  exemptions a l s o  apply  t o  k i t s  f o r  conver t ing  motor veh ic l e s  t o  LPG 
o r  compressed n a t u r a l  gas .  

c. Subs id ies  

Grants are provided 
r e sea rch  and development 
t h e t i c  f u e l s  from c o a l ,  

by the  Commonwealth Government t o  support  energy . Pro jec t s  a s s i s t e d  inc lude  t h e  product ion of syn- 
biomass, o i l  s h a l e  and wastes, and improved mining 

and t r a n s p o r t a t i o n  technologies .  In Plarch 1980 t h e  Commonwealth Government 
introduced a subs idy  of $A 80 p e r  t on  i n  r e spec t  of t h e  use of LPG f o r  house- 
hold purposes f o r  a per iod of t h r e e  years ,  and i n  A p r i l  t h e  subsidy was 
extended t o  nonpro f i t  r e s i d e n t i a l  i n s t i t u t i o n s  and schools ,  and i n  December 
t o  commercial and i n d u s t r i a l  consumers i n  areas where n a t u r a l  gas  i s  not  
r e a d i l y  a v a i l a b l e .  Moreover, t he  Commonwealth Government ex tends  c a p i t a l  
g r a n t s  t o  S t a t e s  f o r  t h e  upgrading of urban p u b l i c  t r a n s p o r t .  

- 1/ This allowance i s  a v a i l a b l e  t o  i n d u s t r y  gene ra l ly .  
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d. Other  measures 

Given A u s t r a l i a ' s  impor tan t  r e s o u r c e s  i n  o t h e r  forms of energy ,  prime 
c o n s i d e r a t i o n  is given  t o  s a v i n g s  i n  petroleum r a t h e r  t h a n  energy  conserva- 
t i o n  g e n e r a l l y .  The move t o  import  p a r i t y  p r i c i n g  f o r  c r u d e  o i l ,  supplemented 
by tax measures ,  i s  fundamental  t o  t h e  e f f o r t  t o  promote t h e  c o n s e r v a t i o n  of 
o i l  and t h e  s u b s t i t u t i o n  of o t h e r  forms of energy. Most of Australia's 
e f f o r t s  i n  f u e l  c o n s e r v a t i o n  are d i r e c t e d  a t  t r a n s p o r t a t i o n ,  which a c c o u n t s  
f o r  w e l l  above one h a l f  of o i l  consumption by s e c t o r s .  Based on recommen- 
d a t i o n s  of t h e  N a t i o n a l  Energy Advisory Committee, Government and i n d u s t r y  
have agreed on a v o l u n t a r y  program of f u e l  economy t a r g e t s  f o r  motor v e h i c l e s ,  
whereby t h e  f u e l  consumption of  new v e h i c l e s  would be reduced from 11.2 l i t e r s  
p e r  100 k i l o m e t e r s  i n  1978 t o  9.4 l i t e r s  i n  1983 and 8.8 l i t e r s  i n  1987. 

Energy c o n s e r v a t i o n  has  been f u r t h e r  encouraged by a n a t i o n a l  energy 
c o n s e r v a t i o n  campaign, and a n a t i o n a l  i n d u s t r i a l  energy management scheme 
h a s  been in t roduced  t o  promote and f o s t e r  e f f i c i e n t  energy consumption pat-  
t e r n s  i n  i n d u s t r y .  A commitment i s  be ing  sought  from i n d u s t r y  t o  e s t a b l i s h  
and m a i n t a i n  energy management programs. Furthermore,  t h e  Commonwealth 
Government and some State  Governments are r a i s i n g  t h e  p r o p o r t i o n  of small 
c a r s  and LPG-fueled cars i n  t h e i r  car f l e e t s .  Upon t h e  Government's r e q u e s t ,  
t h e  o i l  i n d u s t r y  h a s  reduced t h e  o c t a n e  l e v e l  of premium g a s o l i n e .  The 
Commonwealth Government, th rough t h e  Loan Counci l ,  assists t h e  S t a t e s  t o  
provide  t h e  n e c e s s a r y  f a c i l i t i e s  f o r  c o a l - r e l a t e d  development through a n  
expanded program of i n f r a s t r u c t u r e  f i n a n c i n g  i n c l u d i n g  p o r t s  and r a i l  
f a c i l i t i e s .  

After t h e  e l e c t i o n s  of 1977, t h e  Commonwealth Government c r e a t e d  t h e  
Department of N a t i o n a l  Development t o  c a r r y  t h e  main r e s p o n s i b i l i t y  f o r  t h e  
development of t h e  n a t i o n a l  energy p o l i c y  and c o o r d i n a t e  t h e  a c t i v i t i e s  of 
o t h e r  i n s t i t u t i o n s  involved  i n  energy  matters. Within t h e  Department, a 
N a t i o n a l  Energy Off ice  h a s  been e s t a b l i s h e d  t o  f o c u s  on  energy matters and 
t h e  f o r m u l a t i o n  of energy  p o l i c y  a t  t h e  Commonwealth level .  

3. R e s u l t s  and p r o s p e c t s  

The r e s u l t s  of A u s t r a l i a ' s  energy  p o l i c y  a re  most e v i d e n t  i n  t h e  f i e l d  
of petroleum. There h a s  been a marked r e v i v a l  i n  pe t ro leum p r o s p e c t i n g ,  which 
had slowed c o n s i d e r a b l y  s i n c e  t h e  ear ly  1970s.  Expendi ture  on e x p l o r a t i o n  
peaked i n  1972 a t  $A 107 m i l l i o n ,  when 100 wells were d r i l l e d ,  but  f e l l  t o  
$A 59 m i l l i o n  by 1976, w i t h  19 w e l l s  d r i l l e d .  However, by 1980 e x p e n d i t u r e  
on e x p l o r a t i o n  r o s e  t o  an  e s t i m a t e d  $A 351 m i l l i o n  and t h e  number of w e l l s  
d r i l l e d  t o  86. Net a d d i t i o n s  t o  proved r e s e r v e s  of o i l  d u r i n g  1976 t o  1979 
were approximate ly  995 m i l l i o n  b a r r e l s .  For t h e  f i v e  y e a r s  of 1979-83 minimum 
e x p e n d i t u r e  commitments were e s t i m a t e d  a t  $A 400 m i l l i o n  f o r  o f f s h o r e  and 
$A 100 m i l l i o n  f o r  onshore  e x p l o r a t i o n .  These f i g u r e s  are t o  b e  exceeded by 
t h e  end of 1981 w i t h  $A 556 m i l l i o n  f o r  o f f s h o r e  and $A 412 m i l l i o n  f o r  
onshore e x p l o r a t i o n .  

Fuel c o n s e r v a t i o n  and s w i t c h i n g  away from scarcer f u e l s  are a l s o  t a k i n g  
p lace .  Consumption of o i l  grew a t  a n  a n n u a l  average  r a t e  of 3.3 per  c e n t  
over  t h e  f i v e  y e a r s  t o  1975/76,  roughly  i n  l i n e  w i t h  t h e  growth of real GDP. 



- 90 - APPENDIX I 

During t h e  subsequent  f i v e  years t h e  i n c r e a s e  i n  o i l  consumption slowed t o  
about  1.5 p e r  c e n t ,  n o t a b l y  less than t h e  2.4 p e r  c e n t  annual  growth i n  GDP. 
The d e c l i n e  i n  t h e  s h a r e  of petroleum consumption i n  primary energy consump- 
t i o n  s i n c e  1970/71 is  shown i n  Table 47. S a l e s  of t h e  t e n  major petroleum 
products  i n  A u s t r a l i a  i n  1980 were 4.4 per cent lower t h a n  i n  t h e  prev ious  
year. Gasol ine  sales were down by almost  1 p e r  c e n t ,  compared w i t h  a 2 p e r  
c e n t  i n c r e a s e  i n  1979 and an average annual  i n c r e a s e  of a lmost  4 per  c e n t  i n  
t h e  f i v e  y e a r s  t o  1978. I n  1980 t h e r e  were s u b s t a n t i a l  r e d u c t i o n s  i n  consurnp- 
t i o n  of h e a t i n g  o i l ,  l i g h t i n g  kerosene ,  i n d u s t r i a l  d i e s e l  f u e l ,  and f u e l  
o i l ,  which were achieved l a r g e l y  through s u b s t i t u t i o n ,  p a r t i c u l a r l y  toward 
t h e  use  of n a t u r a l  g a s  and LPG. I n  1980 product ion  of n a t u r a l  g a s  grew by 
1 4  p e r  c e n t  and LPG sales r o s e  by 9 p e r  c e n t .  

By 1990 s e l f - s u f f i c i e n c y  i n  crude o i l  from e x i s t i n g  f i e l d s  i s  p r o j e c t e d  
t o  have f a l l e n  t o  about 42 p e r  c e n t ,  bu t  t h e  c o n t r i b u t i o n  from new f i e l d s  
and a l t e r n a t i v e  l i q u i d  f u e l  p r o j e c t s  ( i n c l u d i n g  o i l  s h a l e )  i s  f o r e c a s t  t o  
r e t u r n  s e l f - s u f f i c i e n c y  t o  about 70 p e r  c e n t .  

A u s t r a l i a  e x p e c t s  t o  i n c r e a s e  i t s  c o a l  product ion  a t  a n  average annual  
r a t e  of 9 p e r  c e n t  through t o  1990 and t h e  s h a r e  going t o  e x p o r t s  i s  e s t i m a t e d  
t o  b e  main ta ined  a t  about  60 per  c e n t  of product ion.  A f u r t h e r  i n c r e a s e  i n  
e x p o r t  e a r n i n g s  i s  p r o j e c t e d  t o  r e s u l t  from n a t u r a l  g a s .  The development of 
t h e  s i g n i f i c a n t  g a s  r e s e r v e s  conta ined  i n  t h r e e  f i e l d s  o f f  t h e  c o a s t  of 
Western A u s t r a l i a  i s  under way. C a p i t a l  c o s t s  are e s t i m a t e d  a t  $A 5.5 b i l l i o n  
( i n c l u d i n g  p i p e l i n e s )  and e x p l o i t a t i o n  i s  expec ted  t o  commence around t h e  
middle of t h e  1980s. I n  t h e  l i g h t  of t h e  l a r g e  i n f r a s t r u c t u r a l  investment  
t h a t  would be r e q u i r e d  t o  t r a n s p o r t  gas  from t h i s  r e g i o n  t o  t h e  more d e n s e l y  
populated a r e a s  a long  t h e  east  and s o u t h e a s t  c o a s t s ,  t h e  Commonwealth Govern- 
ment agreed i n  August 1977 t o  permit  t h e  e x p o r t  of gas  from 53 per  c e n t  of 
t h e  t h e n  e s t i m a t e d  r e s e r v e s  of t h e  t h r e e  f i e l d s  scheduled f o r  development on 
t h e  North West S h e l f .  

Uranium e x p o r t s  are l i m i t e d  by s t r i c t  government c o n t r o l s  t o  customer 
c o u n t r i e s  meet ing s t r i n g e n t  n o n p r o l i f e r a t i o n  requi rements  under e f f e c t i v e  
s a f e g u a r d s .  Following resumption of product ion  a t  t h e  Nary Kathleen mine i n  
Queensland i n  1976, yellowcake product ion  from t h e  Nabarlek p r o j e c t ,  Northern 
T e r r i t o r y ,  began i n  1980. The nearby Ranger p r o j e c t  i s  scheduled t o  begin  
product ion  i n  l a t e  1981 and two o t h e r  p r o j e c t s  i n  t h e  r e g i o n  await envi ron-  
mental  c l e a r a n c e  and agreement w i t h  l o c a l  a b o r i g i n a l  landowners.  Rules  on 
f o r e i g n  p a r t i c i p a t i o n  i n  uranium p r o j e c t s ,  r e q u i r i n g  i n  p r i n c i p l e  75  per  
c e n t  A u s t r a l i a n  e q u i t y ,  were somewhat eased i n  June 1979 as t o  t h e  g r a n t i n g  
of e x c e p t i o n a l  a p p r o v a l  where t h e  domest ic  p a r t i c i p a t i o n  c r i t e r i o n  cannot  be 
m e t .  S ince  n u c l e a r  power i s  economical on ly  when l a r g e  u n i t s  are i n s t a l l e d  
and connected t o  huge e l e c t r i c i t y  g r i d s ,  domest ic  use  of n u c l e a r  power i s  
n o t  cons idered  economical ly  j u s t i f i a b l e  b e f o r e  t h e  1990s.  

Data on p r o s p e c t i v e  developments i n  t h e  energy f i e l d  a r e  provided i n  
Table  52. 
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Table 45. Australia: Structure of Primary Energy Supply In 1979180 

(In per cent of total supply for domestic use) 

Coal Oil Natural Gas Other A/ Total 

Indigenous production 7 3 . 3  30.5 11.7 8.0 123.6 

18.9 -- -- Plus imports -- 18.9 

-- - 4 4 . 9  Minus exports -40.4 -4.5 -- 

Stock changes - 2/ -- 2.4 4.5 -2.1 

Total supply 37.5 42.8 11.7 8.0 100.0 

-- - - -  

Source: Department of National Development and Energy, Demand for Pri- 
mary and Secondary Fuels Australia: 
by the Australian authorities. 

1960-61 to 1979-80: and data provided 

- 11 Excludes uranium, includes wood, bagasse, and hydro-electricity. 
- 21 Includes statistical discrepancies. 
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Table 46. Australia: Structure and Development of 
Primary Energy Production 

Black Brown Petro- Natural 
Coal Coal leum - 11 Gas - 2 1  Other 21 Total 

1975176-1976177 

1976177-1977178 

1977/78-1978179 

1 9 7 a I 7 9 - 1 9 7 9 I ao A/ 

1 9  75 I 7 6  

(Percentage distribution) 

52 8 2a 6 5 100 

53 8 26 10 4 100 

(Percentage increase) 

11.4 5.9 3.7 22 .1  -2.7 8.8 

-2 .1 -2.1 3.9 10.8 1.1 0.6 

3.9 5.2 -1.1 11.8 -2.3 3.0 

-- 1 . 7  -4.5 14.6 -4.9 -- 

(Ratio of production to consumption) 

2.41  1.00 0.75 1.00 1.00 1.27 

1979180 !/ 2.27 1.00 0.72 1.00 1.00 1.24 

Source: Data provided by the Australian authorities. 

- 11 

- 21 
- 3 1  Includes wood, bagasse, and hydro-electricity. 
- 41 Provisional. 

Commercial production of crude o i l ,  condensated and liquified petro- 

Natural gas and ethane used as fuel o r  petrochemical feedstock. 
leum gas. 
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Table 47. Australia: Structure and Development 
of Primary Energy Consumption 

P e t ro 1 eum Natural 
Coal products gas Other - 11 Total 

1960161 
1965166 
1970171 
1975176 
1977/78 
1978179 
1979180 

1960161 - 1965166 
1965166 - 1970/71 
1970.171 - 1975176 
1975/76 - 1977/78 
1977178 - 1978179 
1978179 - 1979180 

(Percentage distribution) 

8 53 38 -- 
7 48 45 

41 50 3 6 
38 48 8 6 
38 47 10 5 
38 46 11 5 
39 44 12 5 

-- 

(Annual average percentage increase) 

3.3 8.9 -- 1.8 
2.1 7.6 -- 2.5 
2.6 3.5 23.4 3.2 
4.0 3.5 16.3 -0.8 
3.4 0.1 11.8 -2.2 
5.0 -1.2 14.6 -4.9 

100 
100 
100 
100 
100 
100 
100 

5.5 
5.5 
4.1 
4.5 
2.4  
2.7 

Sources: Department of National Development and Energy, Demand for Primary 
and Secondary Fuels Australia: 1960-61 to 1979-80; and data provided by the 
Australian authorities. 

- 11 Includes wood, bagasse, and hydro-electricity. 
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Table 4 8 .  Australia: Petroleum and Petroleum Products--Demand and Supply 

1972173 1975176 1976177 1977178 1978179 1979180 

(1,000 barrels per day) 

Consumption - 11 560 612 645 654 658 64 7 

Domestic production of 
crude oil 356 4 10 423 437 428 408 

Net imports 
Imports 21 
Exports z/ 

182 165 172 16 7 15 3 191 
243 2 36 24 7 264 251 272 
61 71 75 97 98 81 

Memorandum items: 
Share of domestic production 
of crude in domestic refin- 
ery input (in per cent) 62.7 71.0 71.3 69.8 70.0 67.0 

Average price of oil imports 
($A per barrel) 2.3 10.1 11.0 12.0 12.8 21.4 

Sources: Reserve Bank of Australia, Reserve Bank Bulletin; and data provided by 
the Australian authorities. 

1/ Includes petroleum products not'used as a fuel, e.g., solvents, lubricants, 

2/ Petroleum, petroleum products, and related materials (division 33 in the SITC 
petrochemicals. 

trade classification) ; includes 1.p.g. exports. 
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Table 50.. Australia: Pricing of Crude Oil 

Price Paid by Refiners 
of Bass Strait Crude 21 Saudi Arabian Light I/ 

$A/bbl. f . 0 . b .  $A/bbl. f . 0. b.. 
Ras Tanura Westernport 

January 1972 2.08 2.10 

January 1974 7.83 2.10 

September 1975 7.98 4.33 

August 1977 11.39 6.42 2/ 

January 1978 11.39 6.70 21 

July 1978 11.39 7 23 - 31 

August 1978 11.39 12.59 

January 1979 11.60 13.66 

July 1979 16.06 18.66 

January 1980 21.67 24.77 

July 1980 24.78 27.50 

January 1981 27.48 30.23 

Source: Data provided by the Australian authorities. 

11 Converted at exchange rates, Reserve Bank of Australia, Statistical 

21 Since August 1978 the import parity price for all domestically 
Buile t in. 

produced crude oil has been based on the official Saudi Arabian light 
"marker" price, converted to Australian dollars, and adjusted to reflect 
allowances for quality differentials, freight wharfage, and credit terms. 
The price series includes the crude oil levy of $A 2.00 per barrel from 
August 1975 to August 1977, SA 3.00 per barrel from August 1977 to 
August 1978 and the differential excise to equate prices with import 
parity from August 1978. 

"nonparity" crude. 
- 3 1  Average realized price over next discrete period for "parity" and 
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The Resources  Development Boom 

A u s t r a l i a  i s  r i c h l y  endowed w i t h  a wide v a r i e t y  of energy and m i n e r a l  
r e s o u r c e s ,  a v a s t  p r o p o r t i o n  of which i s  y e t  t o  be e x p l o i t e d .  The l a s t  
major  r e s o u r c e s  development boom which occur red  i n  t h e  1960s and e a r l y  1970s 
was c o n c e n t r a t e d  l a r g e l y  i n  t h e  mining of metal l ic  o r e s  and cok ing  c o a l .  
The l a r g e  expans ion  p r e s e n t l y  under  way i s  r e l a t e d  t o  t h e  world energy 
s i t u a t i o n  and e x t e n d s  t o  b l ack  and brown c o a l ,  n a t u r a l  g a s ,  uranium, t h e  
s i g n i f i c a n t - - b u t  more l i m i t e d - - r e s e r v e s  of c rude  o i l ,  and t h e  e x t e n s i v e  
d e p o s i t s  of o i l  s h a l e ,  a s  w e l l  as t o  e n e r g y - i n t e n s i v e  p r o d u c t s ,  such  as 
aluminum and s t ee l .  The env i saged  expans ion  of r e s o u r c e  developments i s  of 
such  a dimension t h a t  i t  w i l l  have a n  impor t an t  impact on most a s p e c t s  of  
t h e  economy--in p a r t i c u l a r ,  t h e  b a l a n c e  of payments, t h e  l a b o r  m a r k e t ,  t h e  
l e v e l  and s t r u c t u r e  of p r o t e c t i o n ,  and t h e  development of t h e  manufac tu r ing  
sec to r - - in  t h e  1980s and beyond. 

The l a t e s t  schedu le  of major  i nves tmen t  p r o j e c t s  by t h e  Department of 
I n d u s t r y  and Commerce p u t s  e x p e n d i t u r e  on such  p r o j e c t s  over  t h e  1980s a t  
$A 33 b i l l i o n  ( a t  October 1980 p r i c e s ) .  Investment  i s  expec ted  t o  be  concen- 
t r a t e d  i n  c o a l ,  $A 9.3 b i l l i o n ;  o i l  and g a s ,  $A 9 b i l l i o n ;  b a s e  metals, 
SA 7.6 b i l l i o n ;  and i r o n  o r e ,  $A 2.5 b i l l i o n .  I n  o r d e r  t o  i d e n t i f y  p o t e n t i a l  
s t r a i n s  i n  t h e  economy, t h e  s i z e  and t h e  t i m e  p r o f i l e  of t h e s e  inves tmen t  
p r o j e c t s  a re  of c r u c i a l  importance,  though i n e v i t a b l y  h i g h l y  u n c e r t a i n .  
N e v e r t h e l e s s ,  t e n t a t i v e  estimates s u g g e s t  t h a t  e x p e n d i t u r e  on most of t h e  
p r o j e c t s  now f i r m l y  committed o r  i n  t h e  f i n a l  f e a s i b i l i t y  s t a g e  w i l l  e i t h e r  
be completed o r  w e l l  under way w i t h i n  t h e  n e x t  f i v e  years ( C h a r t  25) .  

Investment  may r e a c h  i t s  peak i n  1982183 when i t  cou ld  be e q u i v a l e n t  t o  
c l o s e  t o  4 p e r  c e n t  of GDP, a magnitude s imi l a r  t o  t h e  peak i n  t h e  mining 
boom i n  t h e  l a t e  1960s and e a r l y  1970s.  Investment  i s  l i k e l y  t o  t a p e r  o f f  
t h e r e a f t e r ,  though perhaps less s h a r p l y  t h a n  p r e s e n t  i nves tmen t .  s c h e d u l e s  
i n d i c a t e .  - 1/ The d i r e c t  impact of t h e s e  i n v e s t m e n t s  on t h e  t r a d e  accoun t  
w i l l  be n e g a t i v e  i n  t h e  e a r l y  years of the development boom. I n c l u d i n g  
i n d i r e c t  e f f e c t s  on impor t s  a r i s i n g  from h i g h e r  incomes a s s o c i a t e d  w i t h  the 
r e s o u r c e  developments ,  t h e  n e g a t i v e  i m p a c t  on t h e  t r a d e  account  w i l l ,  of  
c o u r s e ,  be l a r g e r .  Imports  would remain a t  a h i g h  l e v e l  a f t e r  1983, d e s p i t e  
t h e  e s t i m a t e d  f a l l  i n  i n v e s t m e n t ,  r e f l e c t i n g  t h e  h i g h e r  import  c o n t e n t  of 
i nves tmen t  i n  o i l  and g a s  r e s o u r c e s  which i s  expec ted  t o  r ise  s t r o n g l y  t h r o u g h  
t h e  mid-1980s. During t h i s  p e r i o d  t h e  n e g a t i v e  e f f e c t  of t h e  r e s o u r c e  develop-  
ment boom on t h e  c u r r e n t  accoun t  of t h e  b a l a n c e  of payments i s ,  however, 
L ike ly  t o  be more o r  l ess  o f f s e t  by c a p i t a l  i n f l o w s  a s s o c i a t e d  w i t h  i t .  I n  
t h e  second h a l f  of t h e  decade ,  t h e  n e t  impact on t h e  b a l a n c e  of payments i s  
expec ted  t o  become i n c r e a s i n g l y  p o s i t i v e  a s  import  s a v i n g s  i n  o i l  and g a s  
and e x p o r t s  of aluminum and c o a l  i n c r e a s e  r a p i d l y .  

The A u s t r a l i a n  economy i s  now g o i n g  t h r o u g h  a major ad jus tmen t  p r o c e s s ,  
t h e  e v o l u t i o n  and f i n a l  outcome of  which w i l l  c r u c i a l l y  depend on t h e  p o l i c i e s  
fol lowed by t h e  a u t h o r i t i e s .  F i r s t ,  t h e  r e s o u r c e  development boom h a s  

1/ The estimates shown i n  Chart  25 assume t h a t  o n l y  70 pe r  c e n t  of p r e s e n t  
i nves tmen t  s c h e d u l e s  would be r e a l i z e d  up t o  1982183, w i t h  t h e  remainder  per- 
haps being pushed f u r t h e r  i n t o  t h e  f u t u r e .  
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i m p o r t a n t  i m p l i c a t i o n s  f o r  t h e  f i n a n c e s  of t h e  p u b l i c  s e c t o r .  In  many 
cases development of t h e  r e s o u r c e  base may r e q u i r e  s i g n i f i c a n t  investment  i n  
i n f r a s t r u c t u r e  by t h e  p u b l i c  s e c t o r ,  i n  p a r t i c u l a r  t h e  S t a t e s .  - 11 This 
would r e q u i r e  t h e  f r e e i n g  of r e s o u r c e s  i n  o t h e r  areas of t h e  p u b l i c  s e c t o r ,  
i f  crowding o u t  of p r i v a t e  s e c t o r  a c t i v i t i e s  was t o  be avoided.  On t h e  
o t h e r  hand,  development of t h e  r e s o u r c e  base w i l l  i n c r e a s e  t h e  t a x  base of 
t h e  economy, though a t  a l a t e r  s t a g e .  P u b l i c  s e c t o r  p r i c i n g ,  t a x a t i o n ,  and 
r o y a l t y  p o l i c i e s  are  a l l  r e l e v a n t  i n  t h i s  connec t ion .  Second, w h i l e  r e source  
development p r o j e c t s  are h i g h l y  c a p i t a l  i n t e n s i v e  , demand f o r  s k i l l e d  l a b o r ,  
which i s  r e l a t i v e l y  scarce, i s  l i k e l y  t o  i n c r e a s e  s i g n i f i c a n t l y  o v e r  t h e  
nex t  few yea r s .  Th i s  c a n  be expec ted  t o  e x e r t  upward p r e s s u r e  on wage demands 
by s k i l l e d  l a b o r  which, g i v e n  i n s t i t u t i o n a l  r i g i d i t i e s ,  can i n  t u r n  i n c r e a s e  
i n f l a t i o n a r y  p r e s s u r e s  throughout  t h e  economy. T h i r d ,  one of t h e  major 
e f f e c t s  of  t h e  r e s o u r c e  development boom w i l l  be t o  s t r e n g t h e n  t h e  o v e r a l l  
ba l ance  of payments, a development t h a t  has s t a r t e d  t o  become v i s i b l e .  
Experience w i t h  t h e  p r e v i o u s  mining boom s u g g e s t s  t h a t  t h e  monetary i m p l i c a -  
t i o n s  of t h e  r e s o u r c e  boom cou ld  be s e v e r e ,  i f  unchecked. Con t ro l  over  
monetary c o n d i t i o n s  i s  t h e r e f o r e  c r u c i a l  t o  a n o n i n f l a t i o n a r y  ad jus tmen t  t o  
t h e  r e s o u r c e  boom. The t a s k  of monetary management c o u l d  be e a s e d ,  i f  f u r t h e r  
p r o g r e s s  was made i n  r e d u c i n g  the p u b l i c  s e c t o r  d e f i c i t .  The use  of  e x t e r n a l  
p o l i c y  i n s t r u m e n t s  would a l s o  r educe  t h e  dange r  of a n  i n f l a t i o n a r y  ad jus tmen t  
i n  t h e  economy. A r e d u c t i o n  i n  t h e  r e l a t i v e l y  h i g h  l e v e l  of t r a d e  p r o t e c t i o n  
would seem t o  be p r e f e r a b l e  t o  a s i g n i f i c a n t  a p p r e c i a t i o n  of t h e  exchange 
r a t e ,  b o t h  on domes t i c  and i n t e r n a t i o n a l  grounds.  

- 11 Between 1980181 and 1984185 p u b l i c  i nves tmen t  a s s o c i a t e d  w i t h  p r o j e c t s  
a l r e a d y  approved under t h e  i n f r a s t r u c t u r e  program a l o n e  i s  e s t i m a t e d  a t  about  
20 p e r  c e n t  of the co r re spond ing  e s t i m a t e d  l e v e l  of p r i v a t e  major  p r o j e c t  
investment .  In  t o t a l ,  p u b l i c  i n f r a s t r u c t u r e  inves tmen t  a s s o c i a t e d  w i t h  t h e  
r e s o u r c e  developments i s  e s t i m a t e d  a t  abou t  $ A  18 b i l l i o n ,  o r  more than  h a l f  
t h e  e s t i m a t e d  l e v e l  of p r i v a t e  inves tmen t .  The r e l a t i v e l y  h i g h  emphasis on 
i n f r a s t r u c t u r e  inves tmen t  i s  due t o  t h e  f a c t  t h a t  t h e  c u r r e n t  boom i s  h e a v i l y  
based on energy and e n e r g y - r e l a t e d  r e s o u r c e s ,  w i t h  heavy demands on elec- 
t r i c i t y  g e n e r a t i o n  provided by t h e  S t a t e s .  
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Table  53. A u s t r a l i a :  D i s t r i b u t i o n  of Major 
Manufactur ing and Mining Investment  P r o j e c t s  

By Commodity Groups 

I n  p e r  A u s t r a l i a n  d o l l a r s  
I n  b i l l i o n s  of 

c e n t  (October  1980 p r i c e s )  

O i l  and gas  
Coal 
Base m e t a l s  ( i n c l u d i n g  

I r o n  o r e  
O t h e r s  

aluminum and alumina) 

T o t a l  

26.9 
27.9 

22.7 
7.3 

15.2 - 
100.0 

9.0 
9 . 3  

7.6 
2.5 
5 . 1  

33.4 

By S t a t e  ( I n  P e r  Cent of T o t a l )  
I n  b i l l i o n s  of 

I n  p e r  A u s t r a l i a n  d o l l a r s  
c e n t  (October  1980 p r i c e s )  

New South Wales 
Northern T e r r i t o r i e s  
Queensland 
South A u s t r a l i a  
Tasmania 
V i c t o r i a  
Western A u s t r a l i a  

T o t a l  

21.7 
2.4 

26.3 
7.9 
2.0 
8.3 

31.4 

100 .o 

7.2 
0.8 
8.8 
2.6 
0.7 
2.8 

10.5 

33.4 

Source:  Department of I n d u s t r y  and Commerce, Major Manufactur ing and Mining 
Investment  P r o j e c t s ,  December 1980. 
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