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Australia--Basic Data

Area and population

Area 2,968,000 square miles

Population (June 1980) 14,615,900

Labor force (November 1980) 6,665,500

National accounts 1979/80 1976/77 1977/78 1978/79 1979/80
In millions of $A Percentage change in real terms

(Years ending June 30)

Private consumption 69,135 2.4 1.6 2.9 2.2
Public consumption 18,648 5.4 4.9 4.5 1.9
Private investment 16,171 2.4 -2.7 7.1 0.4
Public investment 9,080 -6.0 3.1 -3.0 -1.6
Change in stocks (including
statistical discrepancy) 1/ -316 1.4 ~2.4 2.1 -1.8
Total domestic demand 112,718 3.5 -0.8 5.4 -0.5
Exports of goods and services 21,403 7.9 1.7 1.9 14,2
Imports of goods and services 20,084 9.7 -4.,0 8.8 -0.9
Gross domestic product 114,037 3.3 0.1 4.3 2.3
0f which:
Gross nonfarm product 106,550 3.5 0.5 2.5 3.2
Gross domestic product per capita
in 1979/80 SDR 6,700
Prices, incomes, and unemployment 1976/77 1977/78 1978/79 1979/80
(Annual percentage increase)
GDP deflator (nonfarm) 10.9 8.5 7.3 9.1
Consumer price index 13.8 9.5 8.2 10.2
Real household disposable income 1.8 0.8 3.4 1.3
Average weekly earnings 12.4 9.9 7.7 9.9
Unemployment rate 5.2 6.2 6.3 6.2
Public finance
Commonwealth Govermment (annual percentage
increase, in value terms)
Outlays 10.3 11.1 8.4 9.1
Receipts 17.0 9.8 8.9 16.0
Budget deficit as percentage of GDP 3.7 3.4 1.8 1.2

1/ Changes expressed as percentage of GDP in the previous period.



- vi

Basic Data (cont'd)

Monetary data

Domestic credit 1/

Broad money 1/

Short-term commercial bill rate (end of
period, in per cent)

Long-term government bond yields
(end of period, in per cent)

Balance of payments
(in millions of Australian dollars)

Exports
Imports

Trade balance
Net invisibles

Current account balance
(In per cent of GDP)

Capital account balance
Overall balance

International reserves (end-period)

IFS basis (in millions of SDRs)
Reserve Bank basis 2/ (in millions of
Australian dollars)

Exchange rates (units of foreign currency

per Australian dollar, end of period)

U.S. dollar
Trade-weighted basket (May 1970 = 100)

1976/77  1977/78  1978/79  1979/8
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 1,307
-490 -542 -124 -301
2,526 2,120 1,962 1,646
3,312 3,225 3,885 5,681
1.1155 1.1475 1.1211  1.1576

87.62 86.2 83.1 85.0

1/ End-period, percentage increase from one year earlier.

2/ Using market-related valuation of gold.



I. Domestic Economy

1. Overview of recent and prospective developments

Economic policy since the mid-1970s has been dominated by the need to
reduce the rate of inflation and to rectify the large factor price imbalance
that emerged from the wage explosion of 1974. The achievement of these
objectives has been regarded as a precondition for achieving a sustainable
rate of growth and employment and for ensuring external stability. The
authorities have pursued these objectives by maintaining a fairly cautious
stance of demand management, while advocating restraint by the labor unions
in their wage demands as well as by the Arbitration Commission in its deci-
sions granting wage increases.

The economy has adjusted gradually to the new policy environment. The
rate of inflation has been brought down below 10 per cent and since mid-1979
below the industrial countries' average. Progress has been made in bringing
real labor costs more in line with productivity, thus improving the profit-
ability and competitiveness of Australian industry. Nevertheless, it would
appear that the level and structure of wages remain a major hindrance to a
more effective utilization of labor resources and, hence, to the capacity of
the economy to grow without inducing inflationary tendencies. Employment
has increased-~quite substantially in the last two years--but a 6 per cent
rate of unemployment coexists with emerging shortages of skilled labor.

Up to mid-1979 economic recovery from recession was slow and uneven,
despite a relatively strong export performance (Chart 1). Since the begin-
ning of 1980, however, economic activity has been characterized by a broadly
based pickup in domestic demand, with business investment underpinning firm
growth in employment. This marks the beginning of an extensive investment
boom in the development of o0il and gas deposits, coal and bauxite mines, and
the construction or expansion of alumina refineries and aluminum smelters,
as well as uranium mining and milling operations. While there was, as a
result, a deterioration in the current account of the balance of payments,
the capital account moved strongly 1in Australia's favor, and the overall
external position became stronger than at any time in the recent past. This
was reflected in a strengthening of the exchange rate on a trade-weighted
basis.

It is believed that the continuation of the resources boom and a high
level of consumer spending in the second half of 1980/81 1/ will ensure that
the stimulus from domestic demand will continue to offset the negative impact
on growth from the further deterioration in net exports. It appears that both
in the first half of the year and in following months firms managed to get
investment in place as planned; as a result, business fixed investment (includ-
ing outlays on construction) is likely to grow at a rate approaching 20 per
cent in real terms in 1980/81, compared with a decline of about 4 per cent
in 1979/80. The housebuilding sector will also increase--though at a reduced
pace in the second half of 1980/81 following the rise in interest rates—-and
movements in nonfarm stocks will add to product growth in 1980/81. With strong

1/ The financial year runs from July 1 to June 30.



employment growth boosting both aggregate income and consumer confidence,
and with real disposable incomes rising firmly, real private consumption is.
likely to grow at a rate approaching the long-term rate of 4 per cent, com—
pared with 2 1/4 per cent in 1979/80. On the whole, total domestic demand
is estimated to increase by about 5 3/4 per cent compared with a decline of
1/2 per cent in 1979/80.

In contrast to the experience in 1979/80, net exports will detract
sharply from overall economic growth in 1980/81, reflecting a measurable
fall in exports and strongly expanded imports. Many export industries had

to face weak foreign demand, and supply constraints were evident for rural
exports on account of the drought, for iron and steel on account of streng-

thening domestic demand, and for coal on account of industrial disputes. It
appears that demand for imports will grow quite strongly in 1980/81 with the
pickup in investment expenditure and large deliveries in defense equipment
already on order. Even so, real growth in nonfarm product in 1980/81 may
reach 4 1/2 per cent, compared with 3 1/4 per cent in 1979/80. With farm
output falling by a higher percentage than in 1979/80 (9 per cent), real GDP
growth in 1980/81 will most likely exceed 3 per cent compared with 2 1/4 per
cent in 1979/80.

With the rate of increase in consumer prices in the first nine months of
1980/81 a little lower (largely because of temporary factors) than had been
anticipated earlier, the year-on-year rate of increase in consumer prices is
likely to be under 10 per cent for the year as a whole compared with 10 1/4 per
cent in 1979/80. On the other hand, the growth of earnings jumped ahead during
1980/81, reaching a 14 per cent rate of increase in the second quarter of the
year. Real earning, which had remained roughly unchanged for about four years,
thus showed sizable gains.

2, Supply and demand

With farm output falling from the very high level of 1978/79 and with
activity outside the farm sector accelerating only slightly (from 2 1/2 per
cent in 1978/79 to 3 1/4 per cent in 1979/80), the growth of real GDP slowed
to 2 1/4 per cent in 1979/80 from over 4 1/4 per cent in the previous year.
The major stimulus to economic growth in 1979/80 as a whole was provided by
the external sector., A real increase of 14 1/4 per cent in exports of goods
and services was accompanied by a decline of about 1 per cent in the volume
of imports of goods and services, with the result that net exports contributed
about 2 1/2 percentage points to the overall change in real GDP. 1/ Net
exports had detracted from growth in 1978/79. On the other hand, the growth
of final domestic demand decelerated from 3 1/4 per cent to 1 1/2 per cent
in 1979/80, and the contribution of stockbuilding to real GDP--which had

been sharply positive in 1978/79--became strongly negative, due mainly to a
rundown in farm stocks.

In the first half of 1980/81 the Australian economy experienced a strong
upturn despite a sharp decline in farm output. Nonfarm production rose at

1/ For a detailed discussion of developments in the balance of payments,
see Chapter 1IV.



CHART 1
AUSTRALIA
BROAD COMPONENTS OF SUPPLY AND DEMAND
(At 1874/75 Prices; Yeor-On-Year Rote Of Chonge,’In Per Cent)
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Source: Australian Bureau of Statistics, Quarterly Estimate of National Income and
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1/ Semi-annual data.

2/ Changes expressed as percentage of GDP in the preceding year.







an annual rate of 6 1/2 per cent in real terms and overall GDP by &4 1/2 per

cent (Table 1), with the stimulus from domestic demand more than offsetting
the impact on growth from the deterioration in net exports.

a. The components of domestic demand

The slowdown in final domestic demand in 1979/80 affected both private
and public spending. In the private sector, consumption expenditure increased
by 2 1/4 per cent in 1979/80, slightly less than in 1978/79, and significantly
below the average growth rate of 4 per cent during the ten-year period to

1977/78. Consumer demand accelerated to an annual rate of 3 per cent in the
second half of 1979/80, in part as a result of the termination of the income

tax surcharge effective December 1979, and in part as a result of the increase
in employment. However, household disposable income increased at a slower
pace in 1979/80 than a year earlier, reflecting both a sharp decline in the
rate of growth of farm incomes and an increase in direct tax payments (Tables 2
and 3). As personal consumption rose at a faster pace than income, the per-
sonal savings ratio declined to around 13 per cent in 1979/80 from about 14 per
cent in the preceding two years. With strong employment growth boosting both
aggregate income and consumer confidence, private consumption expenditure rose
at an annual rate of 4 1/4 per cent in real terms in the first half of 1980/81,
and there was a further decline——-albeit slight--in the personal savings ratio.

Private investment demand exhibited mixed trends. Assisted by a return
to more normal levels of stocks of unsold units and improved price competi-
tiveness of new dwellings relative to established ones, outlays on dwellings
rose considerably more in 1979/80 (10 1/2 per cent) than a year earlier
(3/4 per cent); they continued to rise at an annual rate of 9 1/4 per cent
in the first half of 1980/8l. The rise in the number of dwellings approved
and commenced in 1979/80 and early 1980/81 (Table 4) may have assured another
measurable——though slower—--rise in building activity in 1980/81. On the other
hand, the volume of private business gross fixed capital expenditure (con-
struction and equipment) declined by 4 per cent in 1979/80, after increasing
by 9 1/4 per cent in the previous year. Both outlays on construction and
equipment declined sharply in the first half of the year. The phasing down
of the investment allowance from 40 per cent to 20 per cent played a major
role in this decline. 1In the second half of 1979/80, investment in construc-
tion rebounded strongly while the growth of expenditure on plant and equipment
resumed growing, notwithstanding the uncertainties regarding the world econo-
mic outlook. As the development of Australia‘’s resources and energy-related
sectors gained momentum in the first half of 1980/8l, business investment
rose at an annual rate in excess of 30 per cent in real terms.

The real rate of growth of total final expenditure (consumption plus
investment) of the General Government, which had approached 2 per cent in
1978/79, fell to 3/4 per cent in 1979/80, 1/ before rising again to 2 1/2 per
cent (annual rate) in the first half of 1980/8l. The increase in consumption
expenditure more than accounted for the growth in total public outlays in
both 1979/80 and the first half of 1980/81; the volume of investment expen-—
diture fell by about 1 1/2 per cent in 1979/80 and hardly increased in the
first half of 1980/81.

1/ For a detailed discussion, see Chapter II.



Contrary to the previous year, the contribution of stockbuilding to
growth was negative (by 1 1/2 percentage points) in 1979/80. The movement
in stocks was closely related to developments in farm output and exports.
In the first half of 1979/80, a rundown in farm stocks associated with the
shipment of the previous year's record rural output was more than offset by
an accumulation of nonfarm stocks. The latter reflected in part unintended
stockbuilding (e.g., the buildup of motor vehicle stocks) and in part a pre-
cautionary accumulation of petroleum-related stocks. In the second half of
1979/80, nonfarm stocks showed only a small increase, to some extent reflecting
the effects of industrial disputes on output, particularly in the coal indus-

try; they seem to have been all but completely rebuilt in the first half of
1980/81.

b. Savings and investment

Australia has traditionally maintained a moderate level of national
savings 1/ by international standards, as indicated below:

Calendar years
1965 1975 1978 1979

Japan 33.6 32.6 32.5 31.8
Switzerland 28.8 25.9 24.2 23.2
Germany 28.6 23.3 24,6 25.4
Australia 26.0 24.9 20.2 21.7
United Kingdom 18.9 16.2 19.9 19.3
United States 20.7 17.2 18.8 18.8

Sweden 25.8 23.1 18.1 17.9

Domestic savings in Australia were equivalent to 21 per cent of GDP in
1979/80, slightly higher than in the preceding year. During the 1970s they
averaged about 23 per cent of GDP, somewhat below the figure of 25 per cent
recorded in the previous decade. In the period 1960/61-1979/80, overseas
savings invested 1in Australia were equivalent to about 2 per cent of GDP.
The share of total capital expenditure financed by domestic savings rose
from 88 per cent in the 1960s to 93 per cent in the 1970s, a reflection of
the slowdown in the real rate of growth of investment from 6 per cent to
1 per cent.

An examination of the major components of domestic savings reveals that
depreciation allowances, after declining in relative importance in the early
1970s, exhibited some recovery in the latter part of the decade. Undistri-
buted company income displayed a similar but less marked trend, reflecting

1/ GDP - (Private consumption + public consumption)
- GDP x 100,

as shown in IMF, International Financial Statistics.




changes in corporate profitability associated with developments in wage and

other costs. The other important development that the table below 1/ 1illus-
trates is the enhanced role of household savings as a source of funds:

1979/80 1968/69 1973/74 1978/79 1979/80
In millions Percentage
of $SA distribution
Depreciation
allowances 7,543 34,9 26.5 33.2 31.1
Undistributed
company income 2,707 16.2 10.4 10.0 11.2
Household savings 10,553 24.3 41.6 48.7 43.5
General government
savings 3,441 24.6 21.5 8.1 14.2
Total domestic
savings 24,244 100.0 100.0 100.0 100.0
In per cent of GDP 21.3 26.1 25.8 20.6 21.3

The household sector generated large surpluses in the period 1974/75-
1978/79, which were nearly all absorbed by increased government borrowing
requirements. Though the Commonwealth Government has reduced 1its overall
budget deficit since 1975/76 (from 5 per cent of GDP to 1 3/4 per cent in
1979/80), the growth in state and local govermment outlays and borrowing has
continued. The table below 2/ further illustrates that corporate trading
enterprises have traditionally been net borrowers, though they have normally
financed a large part (about 65 per cent in the ten years to June 1979) of
their capital outlays from internal sources:

Financial Flows 3/

1959/60~- 1964 /65— 1969/70- 1974/75-
1963/64 1968/69 . 1973/74 1978/79
(In millions of Australian dollars)
Households 1,536 1,395 8,417 26,444
Corporate trading
enterprises -2,051 -3,020 -3,103 -6,234
Financial enterprises -93 =57 -1,254 -3,470
Government -2,488 -2,922 -2,671 -20,191
Foreign sector 1,720 3,630 790 7,252
Errors and omissions 176 974 ~2,179 -3,801

The overseas sector has increased in importance in the most recent period,
with the increase in the sector's surplus coinciding with the increased
demand for funds by financial and corporate trading enterprises.

1/ Source: Australian Bureau of Statistics, Quarterly Estimates of
National Income and Expenditure.

2/ Source: Reserve Bank of Australia, Australian Economic Statistics,
Occasional Paper, No. 8A.

3/ Financial surplus (+) or deficit (-).




c. Output

After rising by 33 1/4 per cent in 1978/79, the volume of gross farm
output declined by 9 per cent in 1979/80. Wheat and coarse grain production
fell by an estimated 11 per cent and 13 per cent, respectively, but output
of both items was well up by comparison with normal ocutput levels. The
other major contribution to the downturn was a sizable contraction in beef
slaughterings, reflecting the depletion of stocks occasioned by high world
prices in previocus years. Beef and veal production declined by about 25 per
cent in 1979/80, and a further fall has bezen appareat in the first Lalf of
1980/81. The prospects for 1980/81 have been clouded by inadequate rainfull
during the growing season, which has asffected particularly winter grains ond
oilseeds. Farm output is expected to undergo s further significant controc
tion and export volumes are also likely to decline. With increases in = 23
of rural products moderating after two propitious years (Tzble 2)., a dcoilne
in the rate of growth in rural income 1is in prospect, although incomzs on
average are likely to remain at historically high levels.

Output in the nonfarm sector increcased by 3 1/4 per cent in 1979/80, as
already mentioned, its rate of growth decelerating significantly between the
first and second halves. The slowdovn appeavrs to have been particularly
pronounced in the production of durable goods but was evident also for fuel
and power.

Estimates of hourly productivity goowth in the nonfarm sector suggest
that in the period 1974/75-1976/77 relatively strong gains in productivity
were achieved, reflecting in part substitution of capitzi for labor in response
to high relative labor costs. The available eviden:c :uggests a significant
easing in labor productivity in recent years. Meacu-ed labor productivity
growth slowed from 3 3/4 per cent per annum over th: peciod 1974/75-1976/77
to little more than 1 per cent per annum over the three years to 1979/80,
reflecting in part the effects of a relatively long period of slow output
and investment growth. The productivity performancec irproved somewhat in
1979/80, its growth reaching 2 1/2 per cent, on the basis of preliminary
caleculations.

3. Labor market

The pickup in nonfarm output since mid-1979 has been accompanied by an
appreciable improvement in labor market conditions. According to labor force
survey estimates, employment has grown strongly, the participation rate (which
had leveled out for several years) has increased, and the rate of unemploym=nt
has declined slightly (Table 5 and Chart 2). Total employment rose on avarage
by 2 1/4 per cent in 1979/80--a faster rate of growth than in any year since
1973/74--and by 2 3/4 per cent in the course of the year. While the averaye
increase in employment in 1979/80 (around 2 1/2 per cent) was fairly evenly
spread between self-employed and wage earners, it was much higher for females
(3 1/4 per cent) than for males (1 3/4 per cent), and somewhat greater for
people working part-time (3 3/4 per cent) than for full-time emplovees
(2 1/4 per cent).
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CHART 2
AUSTRALIA
LABOR MARKET
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The survey data also show that employment growth since mid-1979 has
been predominantly concentrated in service sector activities,.;/ which favor
female employment. Employment in the construction industry grew signifi~
cantly in 1979/80, owing to the pickup in housebuilding, while the work
force in manufacturing--which had grown quite strongly in 1978/79--increased
only slightly (by 0.7 per cent during the year to November 1980).

Employment growth, although easing a little in the last quarter of 1980
and, in early 1981, has remained strong. The number of people employed in the
first half of 1980/81 was nearly 3 per cent higher than a year earlier, with
female employment growing by 5 per cent and male employment by only 1 3/4 per
cent. Part-time employment 2/ also grew at a faster pace than full-time
employment. Data for the three months to February 1981 show that year-on-year
employment increased by 2 1/2 per cent. The improvement in the labor market
has begun to show up in unfilled job vacancies (35,000 in February 1981
versus 21,300 a year earlier) and some skill shortages have begun to develop.
While regional imbalances and the structure of wage rates may have impeded
the matching of vacancies with skilled workers, country-wide there is still
an excess of unemployed qualified tradesmen over vacancies in many trades.
In addition, the growth of new indentures and skilled immigration in 1979/80
was strong relative to previous years, 3/ and many tradesmen are still
employed in other skilled or semiskilled positions, as a result of relatively
low wages in many skilled trades.

According to labor force surveys, unemployment has hovered around 400,000
in recent years, with about 85 per cent seeking full-time employment. How-
ever, the unemployment rate has declined from an average of 6.3 per cent of
the total labor force in 1978/79 to 6.1 per cent in 1979/80, and to 6 per
cent in the first eight months of 1980/81. While the male unemployment rate
fell, the female unemployment rate increased in 1979/80 (Table 5), although
it has declined since. This reflects changes in female participation rates
which generally move with the state of the labor market to a greater extent
than male participation.

1/ A recent report by the Bureau of Industry Economics shows that the
service sector accounted for wvirtually all (99.6 per cent) of the net
increase in employment since 1964/65. The service sector employs 71.3 per
cent of the labor force at present, compared with 62.8 per cent in 1964/65.

2/ The number of people working part-time increased from 16 per cent of
total employment at the end of 1978 to 16 1/2 per cent at the end of 1979,
and to 16 3/4 per cent at the end of 1980.

3/ The gross migrant intake of 81,300 was 11 per cent higher than in
1978/79; another increase of 30 per cent is 1likely in 1980/81, in part
reflecting measures taken to increase the immigration of skilled labor.
Estimates by the Institute of Applied Economic and Social Research do not
indicate large impending shortages of skilled 1labor. Nevertheless, the
authorities are aware that shortages may develop in the medium term and that
policy ad justments are required. Efforts have been made to increase aware-
ness of the need for a reform of the apprenticeship system.



In common with a number of other countries, Australia has a substan-
tially higher rate of unemployment among youths than adults. The gap has
widened appreciably in recent years, with the unemployment rate in the 15-19
age group rising from about 7 per cent in 1974 to about 17 per cent in 1980.
A variety of factors have been adduced to explain this development, including
sharp increases in the minimum wage and the failure of Australia's appren-
ticeship system to supply the quantity of skilled tradesmen demanded by
employers. Reduced profitability, sluggish economic growth, and the increase
in wages paid to apprentices have lowered employers' willingness to train
young people, while the increase in unemployment benefits 1/ may have lowered
the willingness of some youths to participate in training programs.

The duration of unemployment has increased significantly in recent years;
the mean duration was about 30 weeks in late 1979 and 34 weeks a year later;
the median duration remained steady at between 16 and 17 weeks. Over the
years there has been a considerable increase in the proportion of unemployed
who receive unemployment benefits. In the decade before 1974, on average,
about 20 per cent of the unemployed received such benefits; since 1978 that
proportion has been in excess of 70 per cent.

4. Incomes and prices

a. Incomes

After four years of consecutive declines, the rate of growth in wage
rates and earnings accelerated in 1979/80. Average weekly earnings for males
increased by 9 3/4 per cent on average in 1979/80--2 full percentage points
more than in the previous year (Table 6 and Chart 3). Although the Arbitra-
tion Commission continued to apply less than full indexation in granting
national wage increases (Table 7), a substantial proportion of the work force
also received higher compensation on account of assessed increases in "work
value.” On the whole, average male awards increased by 8 3/4 per cent in
1979/80. The significantly faster rise of average weekly earnings than
average awards would suggest that earnings drift and/or increased overtime
have been of some significance since mid-1978. 2/ This has coincided with a
sharp increase in industrial disputes, as well as in working days lost (the
average for 1979-80 was almost double that of the previous two years). Both
earnings and wage awards have increased at a faster pace in recent months:
the former, by 14 per cent over the year to the second quarter of 1980/81,
and wage awards by 11 per cent for males and 12 1/2 per cent for females.

1/ Beginning in 1972, unemployment benefits for teenagers increased sub-
stantially, with a large jump in 1973 when they were allowed the same bene-
fits as single adults. Since 1975 benefits for 16-17 year olds have been held
constant in dollar terms, while those for 18-20 year olds have increased
slightly in money terms. Nevertheless, over the decade to June 1979, the real
value of the benefits paid to 16 to 17 year olds rose by 309 per cent.

2/ Assessments in these areas must be guarded. The index of award wage
rates does not cover a significant proportion of employees covered by the
earnings series. Also, those award rates of pay which are included in the
index are weighted according to the pattern of employment prevailing in 1954,
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CHART 3

AUSTRALIA
WABES AND PRICES

(Year—On-Year Rate Of Change, In Per Cent)
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Increases in average real labor costs in the nonfarm sector have been
relatively small since 1976/77. Gains in productivity also appear to have
been modest 1in the more recent period, but there has been a further moderate
decline in real unit labor costs, and thus in the "real wage overhang" up to
1979/80 (Table 8). Gross trading profits of companies have improved over
this same period, though their share of nonfarm GDP (amounting to 34 1/4 per
cent in 1979/80) was still some 2 percentage points lower than 1in 1972/73
(Chart 4). The profit share exhibits greater improvement in after-tax terms.

The last national wage hearing by the Australian Conciliation and

Arbitration Commission (ACAC) under the principles set up in 1978 1/ took
place in January 1981, when the Commission decided to take a fresh look at

the wage-fixing arrangements. The ensuing wage award amounted to 3.7 per
cent and represented a discounting of 1 percentage point from the cumulative
increase in the consumer price index in the June and September 1980 quarters,
to take into account the direct and indirect effects of oil price increases.
ACAC began its inquiry into the Wage Fixation Principles in January 1981 and
decided in early April to maintain the centralized wage-fixing system, but
to change wage-awarding procedures. Henceforth, ACAC will hold two wage
hearings per year, the first in early May which will pass on 80 per cent of
the rise in the consumer price index in the December and March quarters. At
the second hearing the remaining 20 per cent, as well as increases in the
consumer price index in the June and September quarters, will be considered.
In effect, half-yearly partial indexation decisions of about 80 per cent
have been the norm for the previous four national wage cases, as already
mentioned. The main innovation is that productivity movements--which pre-
viously were specifically excluded from consideration in national wage
cases——as well as changes in work conditions (including working hours) 2/
will be considered in the second and final review. -

b. Price developments

In common with other countries, Australia experienced an acceleration in
the rate of inflation during 1979/80. However, price increases in Australia
were consistently below the 1industrial countries' average, a remarkable
reversal from the experience in the previous several years. The differential
in favor of Australia, which was small initially, increased to about 2 per-
centage points by late 1980, but has since been reduced (Chart 3). On
average, consumer prices in Australia rose by 10 1/4 per cent in 1979/80,
compared with 8 1/4 per cent in 1978/79 (Table 9). The acceleration in
price inflation in 1979/80 reflected primarily the effects of the increase
in the international price of oil (which added directly some 1 1/2 percentage
points to the year-on-year increase) and commodity prices generally. In
order to encourage oil conservation and the development of domestic energy

1/ A detailed description of the wage determination process is contained
in the Appendix in SM/80/7 (1/11/80).

2/ Moves to reduce the workweek to 35 hours generally have been approved
by ACAC only in few instances.
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sources, the Government continued its policy of having domestic crude oil

priced to consumers at full import parity. There were, in addition, indirect
and flow-on effects from developments in 1978/79. 1/

Of ficial estimates of these effects on the consumer price index are
given below:

Consumer Price Index 2/
Adjusted Unadjusted

1977/78 8.3 9.5
1978/79 6.5 8.2
1979/80 7.3 10.2
1978/79 First half 6.5 8.4

Second half 6.1 8.6
1979/80 First half 7.3 10.7

Second half 8.4 10.6
1980/81 First half 9,2 8.9

The adjusted index, which excludes the influence of the prices of food,
petrol, and health services as well as indirect taxes, gives some indication
of the underlying rate of inflation. In contrast with the overall index,
the ad justed index has continued to be on an upward trend in early 1980/81,
reflecting the flow-on effect especially on wages via the indexation process.

The year-on-year rate of growth of the overall index (not seasonally
adjusted) decelerated in the first half of 1980/81, and in the December 1980
quarter it declined to 9 1/4 per cent. This development reflected largely
the discounting of petrol, which led to a small fall in petrol prices in the
second half of 1980, despite a further increase in import parity prices. A
fall of meat prices was also a contributing factor. Both these influences
proved to be transient, however. As of January 1981 the import parity
price for oil was raised; wage increases accelerated; and finally, improved
seasonal conditions reduced slaughtering and hence resulted in increased
meat prices. Wage increases have accelerated. By contrast, depressed world
conditions continued to put downward pressure on the price of primary commodi-
ties and manufactured imports, and the Australian dollar continued to appre-
ciate mildly 1. effective terms. On balance, the year-on-year increase in
consumer prices accelerated slightly to 9 1/2 per cent in the first quarter
of 1981.

1/ Aside from the increase in oil and meat prices, inflationary pressures
were further fueled by indirect tax increases and changes in health care
arrangements, which had the effect of pushing up the consumer price index.

2/ Half-yearly changes at annual rates, seasonally adjusted.
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CHART 4
AUSTRALIA
WAGE AND PROFIT SHARES

(In Per Cent Of Non—Farm BOP At Ffactor Cost)
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Table 4. Australia: Indicators of Housing Construction 1/

Private Investment
Number of New Private Dwellings in Dwellings at
Approved Commenced Completed 1974/75 Prices

(Per cent change over

(Thousands of units) _preceding period)

1974/75 101.5 99.1 125.7 -22.9
1975/76 134.2 123.8 112.3 13.4
1975/77 127.3 126.4 129.6 12.0
1977/78 110.8 105.5 114.3 -9.2
1978/79 117.8 109.6 105.6 0.8
1979/80 134.8 122.5 119.1 10.7
1978/79

September quarter 27.2 25.1 25.5 -14.7

December quarter 29.6 26.5 26.8 20.0

March quarter 29.9 29.4 26.6 16.5

June quarter 31.5 28.7 26.7 15.2
1979/80

September quarter 32.2 28.9 28.8 5.5

December quarter _ 32.3 31.3 29.8 17.4

March quarter 34.7 32.3 30.2 -1.0

June quarter 35.8 30.1 30.3 4.1
1980/81

September quarter 35.7 .o .. 13.7

December quarter 36.8 .o ceo 5.5

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

1/ 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 1 Average in Average Male Awards
Ordinary Male National

time 2/3/ Total 3/ Awards 2/ wage cases Other

1976/77 12.4 12.4 13.0 12.8 0.2

1977/78 9.8 9.9 9.3 9.3 0.1
1978/79 7.7 7.7 6.4 4/ 5.6 0.7 4/

1979/80 9.5 9.9 8.7 7.5 1.2
1978/79 June qtr. 6.8 6.9 6.9 4/ 5.7 1.1 4/
1979/80 Sept. qtr. 7.9 8.2 8.6 4/ 7.9 0.7 4/

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

1980/81 Sept. qtr. 13.6 12.4 10.2 8.4 2.0

Dec. qtr. 15.2 14.0 11.0 9.4 1.6

Sources: The Treasury, Commonwealth Budget, 1980/81, Statement No. 2;
Reserve Bank of Australia, Statistical Bulletinj; ‘and Australian Bureau of
Statistics, Average Weekly Earnings and Avards.

1/ Quarterly figures are derived from seasonally adjusted data.

2/ The difference between the increases on awards and earnings is com-
monly used as a measure of earning drift. However, different rates of
increase can also reflect timing and coverage discrepancies between the
two series.

3/ The difference between the increase in total and ordinary time average
weekly earnings reflects differences in the coverage of the two series as
well as variations in average overtime hours.

4/ Includes about 0.5 percentage point for incorporation of some over-
award payments into the Metal Industry Award as supplementary payments.



Table 7. Australia: National Wage Adjustments Awarded by the
Australian Conciliation and Arbitration Commission

(Change in per cent)

Change in
Consumer
Price Index 1/

Change in
Award Wages

1975 March qtr. 3.6
June qtr. 3.5
September qtr. 0.8
December qtr. 5.6

1976 March qtr. 3.0
June qtr. 2.5
September qtr. 2.2
December qtr. 6.0

1977 March qtr. 2.3
June qtr. 2.4
September qtr. 2.2
December qtr. 2.3

1978 March qtr. 1.3
June/September 4.0

1978/79 December/March 4.0

1979 June/September 5.0

1979/80 December/March 5.3

1980 June/September 4.7

3.6
3.5
6.4
3.0 to $125 per week
flat $3.80 thereafter

2.5 to $98 per week
flat $2.50 between $98 and $166
per week 1.5 thereafter

2.2

$2.90 plus 2.8 per $100 per
week $5.70 thereafter

1.9 to $200 per week
$3.80 thereafter

2.0
1.5
1.5 to $170 per week
$2.60 thereafter
1.3
4.0

Sources: David Plowman, '"National Wage Determination in 1978," Journal of Indus-
trial Relations, March 1979, pp. 78-88; and Australian Financial Review.

1/ Change from previous quarter. Half yearly movements record change during

the half year.
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Table 8. Australia: 1Indices of Real Labor Costs
and Productivity in the Nonfarm Sector 1/

(1966/67 to 1972/73 = 100)

Real Unit
Average Real Average Labor Labor
Labor Costs 2/ Productivity 3/ Costs 4/
1972/73 112 110 102
1973/74 116 111 105
1974/75 126 114 110
1975/76 126 118 107
1976/77 131 123 107
1977/78 132 122 108
1978/79 131 124 106
1979/80 133 127 105
1978/79 11 132 124 106
1979/80 I 133 126 105
1979/80 1I 133 127 105

Source: The Treasury, Commonwealth Budget 1980/81, Statement No. 2

1/ Half-yearly data are seasonally adjusted.

2/ Nonfarm wages, salaries, and supplements, plus payroll tax per
nonfarm wage and salary earner hour worked, deflated by the implicit
price deflator for nonfarm GDP.

3/ Gross nonfarm product at constant 1974-75 prices per nonfarm
employed man hour worked.

4/ Average real labor costs divided by average labor productivity.
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Table 9. Australia: Selected Price Indicators

(Changes in per cent from previous vear)

GDP Private Consumer
Deflator Consumption Price Index Import Export
(Nonfarm) Deflator Food Total Deflator 1/ Deflator 1/

1974/75
1975/76
1976/77
1977/78
1978/79
1979/80

1977/78

September qtr.

December qtr.
March qtr.
June qtr.

1978/79

September qtr.

December qtr.
March qtr.
June qtr.

1979/80

September qtr.

December qtr.
March qtr.
June qtr.

1980/81

September qtr.

December qtr.

21.7 17.7 9.7 16.7 28.4 16.7
16.1 15.6 9.9 13.0 11.1 7.5
10.9 11.4 11.7 13.8 15.8 11.3
8.5 9.5 10.9 9.5 13.3 4.3
7.3 9.0 11.5 8.2 9.5 15.4
9.1 9.6 14.0 10.2 17.5 14.3
9.0 10.5 13.1 13.1 22.4 10.4
9.4 10.2 11.3 9.3 19.1 4.9
7.7 8.9 9.9 8.2 7.0 0.3
8.0 8.1 9.7 7.9 6.7 1.7
7.1 8.2 8.8 7.9 5.3 7.6
6.5 8.9 9.9 7.8 8.0 16.8
7.8 9.3 12.4 8.2 11.0 16.6
7.8 9.6 14.6 8.8 13.6 18.6
.0 10.1 14.8 9.2 16.5 15.6
8.5 9.1 13.7 10.0 16.7 15.8
10.4 9.7 15.0 10.5 18.5 15.1
9.7 9.8 12.3 10.7 18.5 11.9
10.4 9.4 11.3 10.2 14.8 15.3
11.5 9.4 12.0 9.2 10.3 14.3

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

1/ Goods and services.
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II. Fiscal Developments and Policies

1. Overview of trends in public finances

a. Commonwealth authorities

The structure of the public sector in Australia is shown in the follow-
ing diagram:

ALL PUBLIC
AUTHORITIES
COMMONWEALTH STATE AND LOCAL
AUTHORITIES AUTHORITIES
STATE
AUTHORITIES
COMMONWEALTH COMMONWEALTH STATE STATE
BUDGET NONBUDGET BUDGET NONBUDGET LOCAL
SECTOR SECTOR SECTOR SECTOR AUTHORITIES

The Commonwealth budget sector is only part--albeit an important one—-
of the public sector as a whole (Charts 5 and 6). Since the mid-1970s the
Commonwealth Government has restrained the growth of its budget outlays,
with the real average annual growth rate declining from 10 1/2 per cent per
annum in the three years to 1975/76 to less than 1 per cent per annum in the
following four years.

The Commonwealth nonbudget sector covers largely the transactions of
authorities which operate wholly or mainly outside the Commonwealth public
account; these are primarily business enterprises such as the Australian
Postal and Telecommunications Commissions, the Australian Shipping Commission,
the Australian Wool Commission, Qantas Airways, and the Australian National
Airlines Commission. Though the Commonwealth nonbudget sector accounts for
only a small part of Commonwealth authorities' total outlays (and receipts)
it nevertheless makes important contributions in certain areas. For instance,
some three fourths of Commonwealth direct capital expenditure is attributable
to nonbudget authorities. Commonwealth government budget and nonbudget out-
lays combined have fallen as a percentage of GDP from 30 3/4 per cent in
1975/76 to 29 per cent in 1979/80.

Until the mid-1970s almost all capital expenditure by authorities
operating outside the public account was financed by advances from the budget
and by internally generated funds of the authorities concerned. Since then,
a number of these authorities have undertaken substantial borrowing on their
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CHART 6
AUSTRALIA

PUBLIC SECTOR OUTLRYS 1970/71-1973/80

(In Per Cernt Of GOP)

45 45
Public sector
35 - - 35
Commonwealth sector
..................................
20 o s s _ 25
State and local authorities
P e T N N v e m——.
oo T =T
----"--“-s-——____—"
155 L 1 L ] 1 A1 1 1 1 155

70 71 72 73 74 75 76 77 78 79

PUBLIC SECTOR RECEIPTS 1970/71-1878/80

(In Per Cent 0f GDP)

40 40
Public sector
30 W - 30
............................... Ll
-------------------------
it NSO
20 . State and local authorities [ 20
’_o"'----..—o-"""‘-\-~__--_.
1[] 1 1 L 1 1 1 1 1 1 1[]

70 71 72 73 74 75 76 77 78 79
YERRS BEGINNING JULY

Source: Budget Speech 1980/81 and statements.






- 21 -

own account to help finance their capital programs. 1/ One consequence of
this has been that the deficit of the Commonwealth nonbudget sector in recent
years has ceased to approximate the level of advances to the nonbudget sector
from the budget. It follows also that the combined deficit of the Common-
wealth budget and nonbudget sectors has tended to take on greater significance
in its own right.

b. The States and local authorities

Chart 6 shows outlays as proportion of GDP for the public sector as a

whole, i.e., the consolidation of the Commonwealth sector's transactions
with those of the States and local authorities. The outlays of the States

and local authorities, after rising as a proportion of GDP from 16 1/2 per
cent in 1973/74 to 20 per cent in 1975/76, have remained practically unchanged
as a percentage of GDP since then. Partly as a result of this development,
the outlays of the public sector as a whole (after consolidation) relative to
GDP, which increased by some 6 1/4 percentage points in the three years to
1975/76 reaching a level of about 38 per cent of GDP, have shown little varia-
tion since then.

A large part of the state and local government outlays are funded through
the Commonwealth budget. Since the mid-1970s the financial relations between
the Commonwealth and state governments have been administered against the
background of the "New Federalism" policy, a major aspect of which has been to
maximize to the extent possible the proportion of total funds available to the
States in the form of general purpose or "untied grants.”

The dominant source of funds provided to the States has been general
revenue grants in the form of income tax-sharing payments. The tax-sharing
arrangements have two stages. The first involves payments to the States
of a proportion of the Commonwealth Govermment's net personal income tax
collection. 2/ Under the second stage, each State has the additional right,
at its discretion, to increase or reduce the personal income taxes levied
under the first stage on residents of the State. However, no State has vyet
passed legislation enabling the implemention of the second stage.

In addition to tax-sharing revenues, the state govermments have access
to general purpose capital funds, consisting of (a) state governments' annual
borrowing programs approved by the Loan Council; and (b) capital grants paid
by the Commonwealth to the States representing one third of the state govern-—
ment Loan Council programs. Also available to state and local governments

1/ The proportion of the nonbudget deficit met by budget advances has
declined from over 85 per cent in 1970/71 to just over 20 per cent in 1979/80.

2/ For 1980/81 the States' aggregate share was set at 39.87 per cent of
collections in the preceding financial year. This total 1is distributed
between States according to a formula reflecting their population and (inver-
sely) their capacity to raise revenue and provide comparable services. The
four less populous States have access to supplementary assistance in the
form of special grants.
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are specific purpose payments for such use as education and health, public
transport and housing, and the like. The table below traces changes in th=
composition of the Commonwealth Govermment's assistance to states and local
governments during the 1970s expressed as percentage of their total outlays.

1970/71 1975/76 1979/80
Total outlays,
In per cent of GDP 16.6 20.1 19.8
In per cent of total 100.0 100.0 100.0
Financed by Commonwealth 49,3 58.0 49,4
General revenue grants 26.5 21.3 24.1
Loan Council program 12.2 8.8 5.2
Specific purpose payments 13.1 28.4 20.9
Other 2.5 1.4 1.2
Financed by state and local
governments 50.7 42.0 50.6
Taxation 25.5 30.0 29.5
Public enterprise income 1/ 12.7 5.6 6.2
Net sales of securities 5.9 5.8 7.7
Other 6.6 0.6 7.2

1/ 1Including depreciation.

The most significant source of state funds, other than Commonwealth
assistance, is state taxation, which has increased in importance--—partly as
a result of the introduction of a payroll tax in the mid-1970s--along with
net sales of securities. Public enterprise income has declined on the other
hand, a reflection to some extent of pricing policies, though it has recently
begun to recover.

On the whole, the proportion of state and local authorities' outlays
funded by the Commonwealth has declined from 58 per cent in 1975/76 to
49 per cent in 1979/80. During this period the real level of grants and net
advances by the Commonwealth to States and local govermments has declined on
average by some 1/2 per cent per annum, 1/ whereas real outlays by state and
local governments have increased by about 2 1/2 1/ per cent per annum. This
is a reflection of the States' ability to cushion the effects of Commonwealth
policies of expenditure restraint by drawing on their own resources, and
developing new revenue sources. An important corollary of this development
is that it has become more important for financial policy purposes to consider
the total public sector deficit and not just the Commonwealth budget deficit.

1/ These data refer to developments in the five years to 1980/81.
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Ce Structure of taxation

Total public sector receipts, which increased from the equivalent of
30 per cent in the early 1970s to 32 per cent in the middle of the decade,
have continued to rise gradually reaching 34 per cent in 1979/80 (Chart 6).
The increases were accounted for mainly by rising revenue from income taxes
on individuals and the introduction of a levy on domestic crude oil. The
changes in revenue from personal income taxation in the four years to 1979/80
reflect the net effect of the Government's decisions on personal income tax
indexation and rate changes to reduce the effects of fiscal drag, the aboli-

tion of tax rebates for dependent children which accompanied the introduction
of family allowances, and the imposition and subsequent removal of the health

insurance levy. Receipts from the levy on crude oil have more than offset a
decline in the relative importance of other excise duties.

The share of taxes as a per cent of GNP at factor cost in Australia
increased from about 29 per cent in 1971 1/ to 33 1/2 per cent in 1977. How-
ever, this share was the sixth smallest in a group of 17 OECD countries for
which comparable data were available for 1977 (Table 10).

Taxes on income and households increased from about 11 per cent of GNP at
factor cost to 15 1/2 per cent in 1977, the third highest share in the group
in 1977, while taxes on the income of corporations declined slightly from
4 1/2 per cent to 4 per cent during the period, the fourth highest share
among the group. Taxes on expenditure increased from over 12 per cent of
GNP to 13 1/2 per cent, the eleventh highest share in the group of 17 OECD
countries for 1977.

The share of taxes on household income in total tax revenue has risen
from 39 per cent in 1971 to almost 46 per cent in 1977, while that on income
of corporations declined from 16 per cent to 12 per cent. The share of taxes
on income in total tax revenue as a whole increased from 55 per cent to 58 per
cent during this periocd, while the share of taxes on expenditure dropped
from 42 1/2 per cent to 41 per cent. The contribution of taxes on capital
declined from 2 1/4 per cent to 1 1/4 per cent.

d. Public sector borrowing requirement

During most of the 1970s, the Commonwealth sector dominated the total
public sector borrowing requirement. The prominence of the Commonwealth
sector borrowings during that period mainly reflected the greatly increased
Commonwealth budget deficits from the mid-1970s, although not insignificant
growth occurred in the deficits of other sectors (Charts 7 and 8). In
1979/80, however, the reduction in the Commonwealth budget deficit and con-
tinued strong growth in the deficit of state and local government authorities
brought the borrowing requirement of the Commonwealth and the state and local
government sectors back to roughly the same size. Expressed as proportion of
GDP, the borrowing requirement of the Commonwealth sector was slightly below,
and that of the States and local authorities slightly above, 2 per cent.

1/ The data in the following paragraphs of this section refer to calendar
years.



2. The Commonwealth budget in 1979/80

In framing the budget for 1979/80, the authorities had stressed the
goals of containing government expenditure and reducing the budget deficit
as central elements of their anti-inflationary strategy. The budget aimed
at a decline in the Commonwealth government outlays as a proportion of GDP
to less than 28 per cent, compared with the peak of 30 per cent in 1975/76,
and a reduction in the budget deficit as a proportion of GDP from 3.4 per
cent of GDP in 1978/79 to about 2 per cent, compared with a peak of almost
5 per cent in 1975/76. The authorities succeeded in achieving both of these
objectives of budgetary policy--outlays were held almost exactly to the
budgeted amount with a small decline in real terms; with revenues increasing
somewhat more than anticipated, the budget deficit declined from $A 3.5 bil-
lion in 1978/79 to $A 2.0 billion, equivalent to 1.8 per cent of GDP (Table 11
and Chart 8). The large reduction in the deficit was viewed by the authori-
ties as an important element in containing the money supply and pressures on
interest rates as well as in enhancing investor confidence.

The main increases in outlays over those provided in the budget occurred
in defense and interest payments on public debt, but these were offset by
shortfalls in many other areas, the largest being in unemployment benefit
payments, reflecting an improvement in the employment situation during the
year. Total tax receipts exceeded the budget estimate by about $A 200 wmil-
lion. Receipts from the levy on domestic crude oil were $A 200 million
higher than the budget estimate as a result of higher parity prices, partly
offset by lower production caused principally by the effects of industrial
disputes.

The slight real decline in the Commonwealth budget outlays were not
matched in the state and local government sector, where they are estimated to
have grown by 1 per cent in real terms, compared with an annual average rate
of growth of 2 1/2 per cent over the three years to 1978/79. 1/ The faster
rate of growth of state and local spending has been financed by a their own
revenues and borrowings, rather than through transfers from the Commonwealth.

The budget deficit was mainly financed by borrowing from the nonbank
private sector and the Reserve Bank, while the role of net overseas financing
declined sharply from the two preceding years (Table 12). For most of the
year, the sales of Commonwealth securities were largely restricted to
Australian savings bonds (ASB) and Treasury mnotes. Over $A 800 million
gross was raised from ASBs, but, with redemptions of these and special bonds,
the net proceeds were less than $A 200 million. Total private sector hold-
ings of government securities increased by about $A 1 billion during the
year. Borrowing from the Reserve Bank remained at the level of the previous
year {($A 500 million) and the use of cash balances contributed over $A 600 mil-
lion to financing the deficit. In interpreting the developments in the financ-
ing of the budget deficit; it needs to be noted that direct and indirect
recourse to the Reserve Bank (including net foreign financing) declined
sharply compared with the previous year.

1/ Excluding Northern Territory.
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CHART 7

RUSTRALIA
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3. The Commonwealth budget for 1980/81

The Commonwealth budget for 1980/81 aims at continuing the progress in
reducing the budget deficit, although expenditures are estimated to rise by
just under 3 per cent in real terms. With outlays estimated to rise by about
13 3/4 per cent and tax receipts by about 16 1/4 per cent, the budget deficit
is estimated at less than $A 1.6 billion, a reduction of about $A 0.5 billion
over the outcome for 1979/80 (Table 13). The authorities also have drawn
attention to the fact that the domestic budget balance, after allowing for
overseas transactions, is estimated to show a surplus for the first time
since 1973/74. They view the 1980/81 budget as "a further step on the road
to fiscal responsibility and monetary stability.”

The main tax revenue compomnents estimated to grow at a high rate are
receipts from company taxation and the crude oil levy (Tables 14 and 15).
The former reflect the estimated higher profits of companies as well as the
phasing down of the investment allowance in 1979 and the abolition of the
trading stock valuation adjustment with effect from July 1, 1979, while the
latter mainly reflect the full-year effects of the rise in oil prices. The
expenditure decisions represent a shift toward expenditure on defense, esti-
mated to increase by 7 per cent in real terms, as well as toward health
spending and economic services, including transport and industrial assistance
(Table 16).

Estimates of revenues and outlays for the first nine months of 1980/81
suggest that the budget estimates should be broadly realized. Receipts are
up by nearly 15 1/2 per cent over the corresponding periocd of 1979/80, some
3/4 of a percentage point less than the budget estimate. This shortfall is
to a large extent due to the fact that the first three quarterly installments
of company tax are based on tax assessed in 1979/80 on 1978/79 incomes and
do not, therefore, reflect the strong increase in company taxable income in
1979/80. This increase will be reflected in the final installment payable
in May 198l. Outlays for the nine months to March were 13 3/4 per cent
higher than the corresponding period of 1979/80, and thus on track with the
budget estimate. Reflecting the pronounced seasonal pattern of tax receipts,
the budget deficit for the period exceeded $A 4.6 billion, compared with
about $A 4.3 billion in the same period of 1979/80, and the budget estimate
of a deficit of nearly $A 1.6 billion for 1980/81. Borrowing from the Reserve
Bank in the first nine months of the fiscal year amounted to $A 1.1 billion,
compared with $A 1.5 billion in the corresponding period of 1979/80; however,
cash balances were run down against a buildup of over $A 500 million in
1979/80.

4, Cyclical effects of fiscal policy

The results of an attempt to measure the impact of changes in the Common-
wealth government budget on economic activity, by applying a method based on
the concept of a cyclically neutral budget, are presented in Table 17.
Although there are many alternative ways of deriving these cyclical adjust-
ments, the broad qualitative nature of these effects is not affected by the
particular method used here.




_26_

The stance of fiscal policy was significantly contractionary in 1976/77
when the downward swing in the estimated cyclical effect of the Commonwealth
budget was over 1 1/2 per cent of GDP. Fiscal policy in the subsequent two
years was broadly neutral. The stance of policy in 1979/80 was again strongly
contractionary, with a restrictive shift of more than 1 3/4 per cent of GDP.
The 1980/81 budget was intended to impart a further restrictive impact but
of a smaller magnitude (about 1/2 per cent of GDP) than in 1979/80, with the

restriction coming from the taxation side of the budget rather than the
expenditure side.
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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
Taxes on household

Total taxes income Taxes on expenditure
Australia 28.9 33.6 11.3 15.4 1/ 12.3 13.7 1/
Austria 43.4 45.8  10.7 11.7 1/ 19.6 19.9 1/
Belgium 39.7 46.5 10.2 17.3 14.2 13.4
Canada 37.3 36.2 12.8 12.2 16.2 14.2
France 39.6 43.9 5.1 6.6 16.9 16.0
Germany, Federal Republic of 39.8 45.3 11.0 12.4 14.4 14.3
Greece 28.1 30.8 3.7 3.5 1/ 15.9 16.9 1/
Ireland 39.5 .o . .. 22.3 19.3
Italy 30.9 34.7 4.9 8.7 12.2 11.5
Japan 22.2 25.0 4.8 5.2 7.6 7.2
Netherlands 46.7 51.4 13.1 14.7 12.9 14.1
Norway 52.1 56.3 “en .. 21.7 20.4
Spain 20.2 24.2 1.4 2.6 1/ 8.2 7.2 1/
Sweden 51.1 61.7 22.0 25.9 17.7 16.7
Switzerland 24.7 32.7 . e ce 6.9 7.2
United Kingdom 40.6 40.4 13.8 13.4 17.1 15.6
United States : 32.2 33.4  10.5 11.7 10.7 9.1

Source: OECD, Natiomal 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.. Australia: Commonwealth Budget as Proportion of
GDP, 1970/71-1980/81

Budget Budget Budget

Receipts Outlays Deficit
1970/71 24.1 24.1 0.03
1971/72 23.7 24.1 0.36
1972/73 22,2 23.8 1.66
1973/74 23.3 23.8 0.57
1974/75 24.8 28.9 4.16
1975776 25.2 30.2 4.§4
1976/77 25.7 : 29.0 3.30
1977/78 26.1 29.8 3.71
1978/79 25.3 - 28.7 3.44
1979/80 - 26.0 27.8 1.78
1980/81 1/ 26.7 . 27.9 1.21

Source: Commonwealth Budget 1980/81, Statement No. 6.

1/ Budget estimate.
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Table 14. Australia: Tax Measures Announced
Prior to and in the Budget for 1980/81

(In millions of Australian dollars)

Estimated Change in Receipts
Measure 1980/81 Full year 1/

Personal income tax

Indexation of rate scale 2/ ) -636 -690
Increase in dependent rebates 2/ )
Australians working overseas -1 -2
Superannuation deductions for self-employed
persons and employees not covered by
employer-sponsored arrangements -9 ~100
Business income
Farm water conservation and conveyance 3/ -8 -38
Accelerated depreciation =2 -110
Measures related to eradication of
brucellosis and tuberculosis in cattle ‘e -4
Interest rate on income equalization deposits 2/ -2 1
Liquefied petroleum gas
Increase in rate of levy 4/ 71 71
Total -587 -872

Source: Australian Treasury, Budget Paper No. 4, 1980-81.

1/ Full-year estimates are the ultimate changes in receipts that would have
obtained if new rates or other arrangements had applied for the whole of 1980-
81 to the estimated level of the relevant tax base in that vear.

2/ Announced prior to the budget.

3/ Announced on April 14, 1980.

4/ Announced on April 8, 1980. Change in receipts is measured against base
of what the excise rate prior to April 8 would have yielded on estimated 1980-81
excisable production.
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I11. Money and Credit

Since the mid-1970s the Australian authorities have assigned the highest.
priority to controlling inflation through a policy of financial restraint,
in order to restore the preconditions for a sustained expansion of private
sector activity and employment. Monetary policy has played an important
role in this effort. 1In order to foster confidence in a steady application
of policies and to bear down on inflationary expectations, the authorities
have been announcing annually since 1976/77 a projection for the expansion
of broad money (M3), which at the time of the announcement in the budget was
thought to be consistent with the economic outlook and the fiscal policey
envisaged for the year.

In 1976/77 and 1977/78 monetary policy was successful, both in keeping
monetary expansion well within the official projections, and in lowering
inflation and inflationary expectations. A nonbank borrowing program by the
Government, together with an increasing deficit in the private sector balance
of payments, brought about a marked deceleration in the growth of M3 from
15 1/2 per cent during 1974/75 to 8 per cent during 1977/78.

In the following two years, however, the official monetary projections
were exceeded by substantial margins (Chart 9). Growth in M3 approached
12 per cent during 1978/79 and 12 1/2 per cent during 1979/80, compared with
the official projections of 6-8 per cent and no more than 10 per cent, respec-—
tively. The main factors behind this development were a strengthening in the
private sector foreign exchange transactions, some delays in domestic policy
reactions, and in 1979/80 rapid growth in trading bank lending. The faster
monetary expansion occurred against the background of strengthening private
sector activity and a resurgence of inflationary pressures, initially as a
result of external influences.

Monetary policy in 1980/81 has been aimed at reducing the growth in
monetary aggregates as a means of exerting appropriate downward pressure on
inflation, while ensuring a supply of funds adequate for sustaining growth
in activity and employment. In the budget for 1980/81, the authorities
judged that an expansion of M3 of about 9-11 per cent during 1980/81 would
be consistent with that objective. This projection was based on the assump-
tion of a 3 per cent growth in real GDP, a 10 per cent increase in the GDP
deflator (about the same as in 1979/80), and implied a further rise in veloc-
ity of circulation of M3 in continuation of the upward movement observed in
recent years (Chart 10). 1/ Despite a significant rise in interest rates, M3

1/ A demand for broad money function estimated by the staff also suggests
a long-run income elasticity of the demand for M3 of slightly less than one,
implying a slight trend increase in velocity. However, the demand function
for 13 also implies that the official projection of an increase of M3 of
about 9-11 per cent during 1980/81 and a rise in nominal GDP of over 13 per
cent was likely to be met only at higher interest rates, a development that
did in fact occur. The following equation was estimated for 1960:1 to 1980:
11T (the seasonal dummies are omitted here):

In m3 = 0.76 + 0.20 In y - 0.05 1n R + 0.78 1n m3—3
(3.8) (4.0) (4.4) (13.2)
R2 = 0.99 SEE = 0.018 h =1.2
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has risen somewhat above the upper limit of the official projection during
the first half of 1980/81; in January 1981, however, M3 growth began to fall
back toward the upper end of the projection and, by March 1981, M3 was
11.7 per cent above its level of a year earlier.

1. The monetary system and instruments of monetary policy

The principal instrument of monetary policy in recent years has been
sales of Commonwealth Government securities to the nonbank sector, both in
the form of open market operations by the Reserve Bank as well as direct

sales by the Government. By selling these securities--notably Treasury
bonds, Treasury notes, and, since 1976, Australian savings bonds—-the authori-

ties have sought to constrain growth in private sector liquidity. With the
intention of improving monetary control by allowing greater flexibility in
interest rates, the authorities, since December 1979, have issued Treasury
notes by weekly tender; they also introduced in April 1980 a tap system for
the continuous marketing of Commonwealth bonds, instead of periodic cash
loans. Throughout recent years, quantitative lending guidelines have applied
to trading banks, and the banks generally have adhered to the guidelines.
The Reserve Bank also has at times influenced financial conditions generally
by varying reserve requirements. Trading banks subject to the banking act
are required to hold Statutory Reserve Deposits (SRDs) with the Reserve Bank,
which determines their minimum level by reference to the banks' total
domestic deposit liabilities.

In combination with the SRD requirement, the trading banks are bound by
convention to observe a minimum ratio between their holdings of liquid assets
and Commonwealth Govermment securities (LGS assets), and their domestic
deposit liabilities. 1/ Since SRD accounts with the Reserve Bank do not

1/ (Cont'd from p. 1)

where:
m3 ... real M3 (M3 deflated by the GDP deflator)
y ... real GDP
_R ... govermment bond yields (two-year bonds)
RZ2 ... adjusted R2
SEE ... standard error of estimate
h ... h-statistic

The estimated long-run income and interest rate elasticities of the demand
for M3 are 0.9 and -0.4, respectively.

1/ The LGS (liquid assets and government securities) convention is a formal
expression of certain firm understandings, which were reached between the
Reserve Bank and the major trading banks in 1956; it has no statutory basis.
Under the convention, each bank undertakes to ensure that its ratio of LGS
assets to total domestic deposit liabilities does not fall below the agreed
minimum which {s uniform for all banks. The minimum LGS ratio is changed
infrequently; it has been held at 18 per cent since 1962, with the exception
only of the period from February 1976 to end-March 1977 during which it was
raised to 23 per cent. LGS assets are defined as cash (notes and coin),
deposits with the Reserve Bank other tham SRD deposits, and Commonwealth
government securities.
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CHART 10
AUSTRALIA
GRONTH RATES OF REAL MONEY AND REAL GDP

(Percentage Change Over Previous Year)
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form part of LGS assets, variations in the SRD ratio also affect the trading
banks' position with regard to the LGS convention. Recent developments in
LGS assets are shown in Table 18. The savings banks are subject to a minimum
prescribed asset ratio; eligible assets in this case extend to all public sec-
tor securities. The minimum prescribed asset ratio was reduced from 45 per
cent to 40 per cent in August 1978, allowing for a larger share of funds to be
allocated to housing loans. As part of their eligible assets for purposes of
the prescribed asset ratio, the savings banks have to hold 7 1/2 per cent of
their deposit liabilities in Treasury notes or deposits with the Reserve Bank;
the latter are interest-bearing deposits. The LGS convention for trading

banks and the prescribed asset ratio for savings banks can perhaps be seen as
instruments not only to control overall credit but also to affect the alloca-

tion of credit. Other forms of captive markets for government securities are
related to the "30/20 requirement” that was introduced in 1961 for life insur-
ance companies and superannuation funds. The 30/20 requirement provides for
increased taxation of both life insurance companies and superannuation funds
if they do not invest a minimum 30 per cent of their assets in government
securities, of which 20 per cent must comprise Commonwealth securities.

The authorities also impose ceilings over certain bank interest rates,
though these controls were eased substantially in December 1980. Effective
December 3, the previous ceilings on trading and savings bank deposit inter-
est rates were removed, and the interest rate ceilings on their advances were
raised. The maximum interest rate which trading banks may charge on over—
drafts with limits of less than $A 100,000 was raised from 10.5 per cent to
12.5 per cent; that on personal installment loans was raised from 7.75 per
cent (flat) to 8.75 per cent (flat). Similarly, the maximum rate of interest
which savings banks may charge on loans, other than loans for owner-occupied
housing, of less than $A 100,000 was raised from 10.5 per cent to 12.5 per
cent; that on loans for owner—occupied housing by trading and savings banks
was raised from 10.5 per cent to 11.5 per cent.

With a view to improving the structure and operations of the Australian
financial system, the Government in January 1979 established a Committee of
Inquiry into the Australian Financial System. The Committee's terms of
reference include: to inquire into and report on the structure and methods
of operation of the financial system and its regulation and control; and to
make recommendations as to its improvement. An interim report containing
a survey of the Australian financial system was published by the Committee
in mid-1980, and a final report, including recommendations on any changes in
the system and its control mechanisms, is expected to be issued later this
year.

The use of the monetary policy instruments, as well as other policy
actions such as foreign exchange market intervention or the extension by the
Reserve Bank of rural credits, influences the monetary base, 1/ although

1/ Defined here as the stock of reserve money adjusted for changes in the
SRD ratio applying to the trading banks. Reserve money consists of currency
outside the Reserve Bank and trading banks' deposits with the Reserve Bank.
This represents a narrow definition of the monetary base, and does not
include bank lending to the Government in the form of purchases of government
securities as part of base money.
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policy has not been directed to controlling this aggregate. Nevertheless,
the monetary base appears to be a useful indicator of the stance of monetary
policy, as it measures the injection of primary liquidity by the monetary
authorities into the financial system, and bears a close relationship with
wider monetary aggregates (Chart 11 and Table 19). Reflecting the firmness
in monetary policy, the growth in the monetary base was brought down from
16 1/2 per cent during 1975/76 to 10 per cent during 1977/78. With the sub-
sequent easing of monetary policy, the monetary base has risen more strongly
since then. It accelerated significantly during the first half of 1980/81,
mainly as a result of the strengthening balance of payments; in December
1980 it was 14 per cent higher than a year earlier. However, reflecting
the recent tightening in monetary policy, growth in the monetary base has
slowed down since then; in March 1981 it was 11 per cent above the level of

a year earlier.

2. Monetary developments since mid-1979

The objective of monetary policy in 1979/80 was to achieve some slowing
down in the rate of growth of money and credit, so as to bear down on infla-
tion. It had been stated in the Budget Speech that growth in M3 of not more
than 10 per cent over the course of the year would be compatible with the
policy objectives. Achievement, however, fell short of the objective, and
M3 expanded by 12 1/2 per cent during 1979/80. While this relatively easier
monetary policy initially supported the economic recovery, it also implied
domestic accommodation of inflationary pressures originating abroad.

The main factors accounting for the faster growth in M3 changed during
the course of the year. During the first half of the year, bank lending to
the Government was the most expansionary factor, while in the second half of
the year the improvement of the private sector balance of payments was the
expansionary force (Tables 20 and 21). Early in the financial year, the secu-
rities market was unsettled, probably reflecting concern about the implica-
tions for inflation of the high rate of monetary growth during 1978/79, though
demand for government securities picked up when a substantial reduction in
the estimated Commonwealth deficit was announced in the budget for 1979/80.
However, demand for bonds fell away as interest rates rose sharply abroad,
while they were kept steady in Australia (Chart 12). Moreover, the widening
of the interest differentials provided incentive fon the private sector to
seek finance in Australia rather than overseas; the capital account weakened
and bank lending increased sharply. Advances outstanding of trading banks
rose at an annual rate of close to 20 per cent during the first half of
1979/80, substantially in excess of the Reserve Bank's guideline of an
increase of no more than 10 per cent over 1979/80. To back up this guideline,
the Reserve Bank increased the SRD ratio from 5.5 per cent to 6 per cent in
December 1979. In order to achieve sales of bonds, issuing yields were
increased in early 1980, and small amounts of bonds were issued by tender in
February 1980. It was, however, not until the latter part of the financial
year that the demand for bonds picked up again. On April 30, 1980 the tap
system for sales of government stocks was introduced; the issuing yields were
increased further, while interest rates abroad, in particular in the United
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CHART 11
AUSTRALIA

MONEY SUPPLY

(Perceniage Change Over Previous Year)
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CHART 12
AUSTRALIA

INTEREST RRTES
(In Per Cerl Per Annunm)

Government Security Yields
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States, eased. Despite less recourse to bank finance by the Government,
however, growth in M3 remained buoyant in the second half of 1979/80 as the
private sector balance of payments moved into strong surplus (Table 20).

All in all, M3 rose by 12.3 per cent during 1979/80, slightly faster
than the growth of 11.8 per cent recorded in the previous year. However,
domestic credit expansion slowed to 11.9 per cent during 1979/80, compared
with 13.6 per cent in 1978/79. This slowdown was entirely accounted for by a
sharply lower growth in bank credit to the Government, while bank lending to
the private sector rose more strongly (Chart 13 and Table 22). The latter
development reflected the recovery in economic activity as well as the fact
that trading bank interest rates on small overdrafts, though at the prescribed
maximum, were lower than those of other financial intermediaries.

For 1980/81 the official target is an increase in M3 of 9-11 per cent.
Based on historical evidence, achievement of the official monetary projection
was likely to involve higher interest rates, though a further lowering of the
Commonwealth budget deficit reduced upward pressure on interest rates. During
the first nine months of 1980/81, M3 rose at a seasonally adjusted annual
rate of 10.3 per cent, within the range of the official projection, while
interest rates rose steeply {(Chart 12). Over the 12 months to March 1981,
M3 grew by 11.7 per cent. Despite the increase 1in interest rates, bank
lending to the Government rose strongly during the first half of 1980/81, as
bond sales to the nonbank sector were weak., In particular, sales of tap
stocks were minimal as successive increases in tap yields were followed by
further rises in secondary market trading yields. The impact on the growth
of M3 of the consequent sharp increase in bank lending to the Government
was, however, partly offset by a slowdown in lending to the private sector
(Table 21). At the beginning of the financial year, the Reserve Bank had
advised the major trading banks to keep the increase in their advances to a
rate of no more than 10 per cent per annum, and during the first half of the
year the banks adhered to this guideline. They have also been requested
to show comparable restraint in other means by which they facilitate or
provide finance to the private sector.

The authorities took a number of measures in December 1980. As mentioned
above, the interest rate ceilings on advances by trading and savings banks
were raised, and those on bank deposits were abolished; yields on tap stocks
and the yields at which the Reserve Bank was prepared to trade from its port-
folio were raised further, and sales of Treasury bonds resumed in early 1981;
in support of the Reserve Bank's guideline on the growth of advances by the
trading banks, the SRD ratio was raised from 6 per cent to 7 per cent, effec-
tive January 6, 198l. In response to these measures, interest rates rose fur-
ther. After an increase in tap stock yields in January 1981 to.13.1 per cent,
bond sales to the nonbank sector resumed. Short-term interest rates rose
more strongly, reflecting the beginning of the seasonal liquidity rundown,
with a sharp move of the Commonwealth budget into surplus in the latter part
of 1980/81 (Table 23).
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Developments in other monetary aggregates have been broadly in line
with that of M3 in recent years. However, in 1979 and again during the
second half of 1980, Ml grew significantly faster than M3 (Chart 9). This
development may have been related to the exceptionally fast growth in farm
incomes in 1979 and to the later surge in capital inflows, which tended to
be held initially in the form of demand deposits. However, with the strong
rise in interest rates since December 1980, Ml has fallen slightly in early
1981. Wider monetary aggregates tended to rise slightly faster than M3 1in
recent years (Table 21 and Chart 11), a development that probably owed much
to relative interest rates, which were influenced by the constraints on bank
deposit rates. The recent abolition of the ceilings on bank deposit rates
may influence this relationship in the future. Such a structural change
could also influence the trend increase in the income velocity of M3.
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Table 23. Australia: Selected Interest Rates

(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 3/ deposits 4/ drafts 5/ accounts 6/ loans 7/ Bills 8/

1975/76 6.99 7.25 8.47 10.20 9.20 7.63 10.50 8.25 9.88 10.45
1976/77 8.60 9.12 9.88 10.49 10.00 8.00 10.50 8.50 9.88 11.10
1977/78 8.35 8.75 8.83 9.10 9.00 7.63 10.50 8.00 9.38 10.80
1978/79 9.02 9.30 9.94 10.10 9.25 7.50 10.50 7.75 9.13 10.35
1979/80 July 9.02 9.30 9.94 10.07 9.25 7.50 10.50 7.75 9.13 9.85
Aug. 9.02 9.30 9.94 10.07 9.25 7.50 10.50 7.75 9.13 9.85
Sept. 9.02 9.30 9.95 10.07 9.25 7.50 10.50 7.75 9.13 10.00
Oct. 9.02 9.30 9.94 10.08 9.25 7.50 10.50 7.75 9.13 10.15
Nov. 9.02 9.30 9.96 10.08 9.25 7.63 10.50 7.75 9.13 10.25
Dec. 9.31 9.80 9.97 10.08 9.25 7.63 10.50 7.75 9.13 10.25
Jan. 9.33 9.73 10.38 10.45 9.25 7.63 10.50 7.88 9.13 10.20
Feb. 9.25 9.88 10.75 10.50 9.25 7.63 10.50 7.88 9.13 10.10
Mar. 10.44 11.19 11.20 11.20 9.75 7.75 10.50 7.88 9.63 12.70
Apr. 10.67 11.02 11.40 11.60 9.75 8.25 10.50 8.25 9.88 13.30
May 10.92 11.05 11.54 11.80 9.75 8.25 10.50 8.25 9.88 14,05
June 10.84 10.55 11.50 11.79 2.75 8.25 10.50 8.25 9.88 13.85
1980/81 July 10.82 10.73 11.34 11.78 10.25 8.63 10.50 8.75 10.25 12.80
Aug. 10.59 10.63 11.50 11.80 10.25 8.63 10.50 8.75 10.25 12.20
Sept. 10.56 11.02 11.50 11.78 10.25 8.63 10.50 9.00 10.25 11.50
Oct. 10.95 11.78 11.58 11.88 10.25 9.00 10.50 9.00 10.25 11.25
Nov. 11.47 11.81 12.42 12.42 10.25 9.00 10.50 9.00 10.25 11.40
Dec. 12.17 13.04 12.85 12.60 11.50 10.50 12.50 9.75 11.00 12.60
Jan. 12.42 13.26 13.10 13.10 11.50 10.50 .12.50 10.25 11.50 12.65
Feb. 12.68 e 13.12 13.10 11.50 10.88 12.50 10.25 11.50 13.90
Mar. 12,72 13.21 13.10 13.10 12.25 11.13 12.50 10.25 11.50 14.80

Source: Reserve Bank of Australia, Statistical Bulletin.

1/ 1Issue yield.

2/ Theoretical yield once no-brokerage basis for nonrebate bonds.

3/ Australian Savings Bonds were introduced in Jaunary 1976; they have a period to maturity of seven years with
an interest penalty for early redemption.

4/ Average of range of rates current at end of month for fixed deposits of less than $A 50,000 for 3-6 months.

5/ Maximum rate for loans drawn under overdraft limits of up to $A 100,000.

6/ Subject to special notice and minimum balance requirements. Rates shown are the average of the range on offer.

7/ Average of the range of rates charged on new housing loans to individuals.

8/ Buying yield for 90-day bills.
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I1Vv. Balance of Payments

1. Summary of medium—term developments in the balance of payments

Throughout the 1960s Australia's current account fluctuated between
approximate balance and a deficit equivalent to some 5 per cent of GDP. This
was a period of substantial investment in the mineral sector, and large-scale
private capital inflows were of sufficient magnitude to finance the current
account deficit (Charts 14-16). There was in most years an increase 1in
foreign exchange reserves while overseas govermnment debt declined relative
to GDP. During the late 1960s through 1972/73 the current account showed a
marked improvement, mainly reflecting a pickup in the volume of exports of
agricultural and industrial primary products as well as a sharp improvement
in the terms of trade in the latter part of this period, largely owing to
considerable increases in the export prices of farm products (Charts 14 and
16-19). At an amount equivalent to some 5 per cent of GDP, private capital
imports peaked in 1971/72, when the underlying flows were compounded by
speculative movements in expectation of an appreciation of the Australian
dollar. As shown in Chart 14, subsequently both the current and capital
accounts deteriorated. While the ratio of the current account deficit to
GDP was no larger through the end of the 1970s than the average during the
1960s, the relative size of private capital inflows, averaging about 1 per
cent of GDP, was significantly smaller. The latter development was accounted
for by a number of factors which tended to discourage foreign investors,
such as Australia's relatively poor economic performance in the mid-1970s,
particularly with respect to inflation, reduced demand for raw materials in
an adverse international economic environment, various restrictions imposed
on capital flows and industrial disputes. In the light of these developments,
a major government foreign borrowing program was undertaken in 1977 to bol-
ster the international reserve position (Table 24 and Chart 16). Against
the background of a strengthening of the balance on current account in 1979/80
and of a pickup in private capital inflows in response to the rise in invest-
ment associated with the development of Australia's energy and mineral
resources and to falling interest rates overseas toward the end of the
period, the official overseas borrowing program was wound down substantially
(Charts 14-16). Owing to the strong inflow of private capital, the decline
in net official reserves was practically brought to a halt by the end of
1980, notwithstanding a strong rise in the deficit on current account and a
minor net outflow of government capital.

2. Recent balance of payments developments

ae. The current account

The trend toward a deterioration of the balance on current account over
the preceding six years was interrupted in 1979/80. The deficit fell to
$A 1.6 billion (SDR 1.4 billion) or about 1 1/2 per cent of GDP from
SA 3.2 billion (SDR 2.9 billion) or some 3 per cent of GDP in the previous
fiscal year (Tables 24-26 and Charts 14 and 16). The strengthening of the
current account in 1979/80 chiefly stemmed from favorable developments in
overseas trade, while the deficit on invisibles continued to increase. Owing
to a marked decline in the trade surplus, on a seasonally adjusted basis the
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current account deficit rose in the first half of 1980/81 to $A 2.4 billion
(SDR 2.1 billion) or 3 1/2 per cent of GDP, compared with a level of some
SA 0.8 billion (SDR 0.7 billion), equivalent to about 1 1/2 per cent of GDP’
in the preceding two half years. Preliminary data for the first nine months
of 1980/81 show a deficit on current account of about $A 3.7 billion, com-
pared with one of $A 1.1 billion a year earlier.

(1) Foreign trade

The trade surplus (balance of payments basis) which tended to

decline during the past three fiscal years, improved by more than SA 2 bil-
lion to reach $A 2.8 billion in 1979/80 (Table 24). This strengthening was

attributable to the relatively subdued cyclical position of Australia com-
pared with partner countries; to the restoration of international competitive-
ness, which contributed to recent gains in market shares; as well as to
factors affecting individual commodities and markets (Tables 26-31 and
Chart 20). For the nine months to March 1981, preliminary data show a marked
deterioration of the trade balance to a deficit of some $A 0.2 billion from a
surplus of about $A 2 billion a year earlier. The turnaround mainly stemmed
from adverse developments in export markets, poor crops, and other special
factors affecting exports and imports, as well as from a worsening of the
terms of trade.

In 1979/80 the growth in receipts from merchandise exports 1/ almost
doubled to a rate of 32 per cent, reflecting an increase in volumes by about
15.5 per cent and in unit values by some 14 per cent. The pickup in export
earnings was partly the effect of fortuitous circumstances with respect to
certain commodities. As shown in Tables 27 and 29-31, agricultural exports
recorded a particularly favorable performance. There was a strong growth in
shipments of wheat through the first half of the fiscal year facilitated by
two successive good crops. Moreover, exporters of rural products benefited
from the fact that the balance between world demand and supply as to many
farm products (including grains, sugar, wool, and beef) led to substantial
gains in prices (Charts 18 and 19). It was against this background that
trade in food products accounted for most of the improvement in the trade
balance in 1979/80 (Table 30). Export earnings on minerals, metals, and
coal were favorably affected by a pickup in coal shipments in the early part
of the fiscal year and the upsurge in commodity prices on international mar-
kets toward the end of 1979 and the beginning of 1980, fueled in part by
speculative forces.

The continued notable increase in exports of manufactures can be
explained in part by the substantial improvement in the cost and price com-—
petitiveness of the Australian economy in the preceding years. As a result
of the devaluation in late 1976 and of subsequent exchange rate developments,
the effective rate of the Australian dollar 2/ fell by about 18 per cent

1/ Unless otherwise stated, the trade data referred to below are on a
customs basis and deviate somewhat from those on a balance of payments basis,
owing to differences in coverage, timing, and valuation.

2/ Calculations based on weights derived from the Fund's Multilateral
Exchange Rate Model (MERM).
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CHRRT 1S

AUSTRALIA
PRIVATE CAPITAL FLOWS AND INTEREST RATES

200
Net private capital inflow 1/ 1200
(in millions of Australian $)
500 - —-600
SUD _J_L_J_L.}.J_J_I_H.J_J_'_J_L.I_l_J_LJ_H_I_J_t.J.J_J_' f_.l_.l_.l_'._l._l_j_'_l_.l_l_J_._
1966/67 196&,/69 1970/ 71 972/ 73 978/79 1980/81 600
20
Money market rates
(in per cent)
15
Three-month
Eurodollar rate ,
].U - ;f \\\
, \ - -
, o I'g
~
s Three-month Australian
5 money market rate -5
U _A_L_LJ_*.J_1_L_+_L_LJ_t_L_LJ_+_L_LJL+_L_L_L4IL_L_L4 t.L.LJ-{.L.L.L*.J_J_L{..[]
1966/67 1968/6 11970/71 972/73 978/79 1980/81

Sources: Australian Bureau of Statistics, Balance of Payments; Morgan Guar-
anty Trust, World Financial Markets.

1/ Net flow to private non-monetary sector excluding undistributed income of

foreign companies.
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CHART 18
AUSTRALIA
BALANCE OF PAYMENTS
(In Mtllions Of Australion Dollars)

CURRENT ACCOUNT

3000 3000

R

*-.. Trade balance s

1000 — . __,..,t' -.._.”.“."_’,.v".-"'""--.,co.............._.“"..Jc'. - 1000

— N\~

-~ v o .
-~
-~

-1000 - - -1000

Current account
balance

Net """----a-n~
invisibles

—3000 R S ~ —3000

_5000 I 1 i 1 i L 1 i i _5000

CAPITAL ACCOUNT

2000 2000

Net private

1000 capital 1/ - 1000

o kY
o )
U ......... sssesssscsrass SSTST R Teconoa? oL i . 0

Net government capital

_1000 1 1 [l 1 1 1 1 L 1 . _1000

OVERALL BALANCE

1500 1500

Net official monetary
movements

_1500 i 1 1 i 1 ] L 1 | _1500

1970/71 1972/73 1974/75 1976/77 1978/79

Sources: Australian Bureau of Statistics, Balance of Payments;
Reserve Bank of Australia, Statistical Bulletin; and data provided
by the Australian authorities.

1/ Including balancing item.
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GHART 18

RUSTRALIA
DEVELOPMENTS OF SELECTED COMMODITY EXPORTS
(Index: 1870=100; Seasonally Ad justed, In Volume Terns)

300 300
Rural Products Beef
A
/\\j\' ‘ a\
MM
200 - A } AL 200
oy ood i
3 S ] / N | Y
y) 1 - -\ ¢ .‘
1 4 H
1 !
1 4
\ £
100 = ¥

- 100

lllllIlllLl{_lellllllllllllllllllllljllllll
I ] 1 I

Lattiaid ittt
J v

:lll U

300

Other Products

300
200 - - 200
100 -

- 100

BSI 671 IBQI I 1 | v ] v 1 ML

71 73 95 77 79

International Monetary Fund, International Financial

Source:
Statistics.
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CHART 19

RUSTRALIA
SELECTED COMMODITY EXPORT PRICES
(Index: 1870=100; Seasonally Ad justed)

600 600
Rural Products A Sugar
o200 - —- 500
400 ~ 400
300 - 300
200 - 200
100 = - 100
[] 1 ll%lll:lll :nnn%nnjijnn{ |||=111%1L1%111=1|1=1 ll:jll:lll:JJ 1%111:111 []
300 500
Other Products
Coal
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GHART 20

AUSTRALIA
RELATIVE COSTS AND PRICES
(Index: 1875=100)
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between the third quarter of the latter year and the last quarter of 1979.
This, combined with the development in cost and price increases in Australia
relative to major trading partners and competitors, led to a real effective
depreciation, adjusted for relative consumer prices, of some 16.5 per cent
over the above period, while the effective rate adjusted for relative whole-
sale prices in manufacturing fell by about 11 per cent. In 1979, on an annual
average, the real effective rate adjusted for relative unit labor costs in
manufacturing was about 12.5 per cent lower than in 1976 (Charts 20 and 21).

The commodity composition of exports (Tables 29 and 30) reflects
Australia's position as an exporter of primary products. However, while the
proportion of agricultural and pastoral exports has declined from 62 per cent
of the total in 1967/68 to 46 per cent in 1979/80, exports of both manufac-
tures and minerals have grown in relative importance. Manufactured exports
accounted for 24 per cent of total exports in 1979/80 compared with 17 per
cent in 1967/68, while the corresponding shares for minerals were 24 per
cent and 15 per cent, respectively. The contribution of major commodity
categories to the development of the trade balance, primarily reflecting the
basic structure of exports, is shown in Table 30.

Australia's major export markets are Japan (which is the principal mar-
ket for mineral and agricultural exports), Europe, and the United States
(Tables 32-34). New Zealand, ASEAN countries, 1/ and Papua New Guinea are
the important markets for manufactured goods exports. In 1979/80 there was
a particularly rapid expansion of exports to centrally planned economies, to
0il producing and non-o0il producing developing countries, and to some EC
countries, with Australian exports to most of these areas comparing favorably
with those of industrial countries as a whole. This development is likely
to reflect in part the restored competitiveness of Australian suppliers, but
the special factors boosting export earnings in individual commodity markets
also played a role (Tables 33-35 and Charts 18 and 19). The sharp pickup in
exports to the centrally planned economies was attributable to the fact that
the value of wheat shipments to China and the U.S.S.R. surged from $A 150 mil-
lion in 1978/79 to $A 900 million in 1979/80.

According to preliminary figures on a balance of payments basis for the
nine months to March 1981, the value of exports rose by 1.5 per cent as against
a year before. The weakening of exports reflected in part the sluggishness
of foreign demand (Table 28), but also special factors. Deliveries of rural
products were adversely affected by widespread drought conditions in 1980,
and shipments of wheat and coal were hampered by strikes. Moreover, there
was a decline in metal prices, albeit grain and sugar prices were firmer.

With a decline in the volume of merchandise imports of about 1 per cent
and an acceleration of import prices to some 19 per cent, the value of imports
increased by 17.5 per cent in 1979/80. The moderation of import growth
relative to that of GDP since 1976 may have partly reflected the dampening
effect of the real effective depreciation of the Australian dollar (Table 28
and Chart 20). The reduction in the volume of imports in 1979/80 was mainly

1/ Members of the Association of South-East Asian Nations (ASEAN) include
Indonesia, Malaysia, the Philippines, Singapore, and Thailand.



- 50 -

attributable to developments in the first half of the fiscal year, when
imports fell by 3 per cent. The principal factor accounting for the decline
was the timing of the investment allowance, which was reduced in July 1979.
The measure resulted in a concentration of imports of equipment in 1978 and
early 1979, followed by a marked weakening in the subsequent period (Table 31).
Although the quantity of fuel imports, representing almost exclusively
petroleum and petroleum products, grew only moderately in 1979/80, owing to
the increase in o0il prices, the value of such imports rose by 85 per cent and
the corresponding component of the trade balance showed a negative swing of
some $A 0.7 billion (Tables 30 and 31).

The commodity distribution of imports is dominated by intermediate
inputs and capital equipment (Table 30), partly because of the high levels
of protection accorded to domestic production of consumption goods. The EC,
the United States, and Japan remain the most important sources of imports
for Australia (Tables 32 and 33). The evolution of the area distribution
of imports over the last decade is presented in Table 36. It shows the
declining share of imports from major developed countries, the rise of the
Middle East, ASEAN and other Asia, and the fairly constant shares for the
Indian subcontinent, the Pacific, and Africa. In the case of the Middle
East and ASEAN, the growth in imports is explained mainly by petroleum. Crude
petroleum is imported from the Middle East and Indonesia, while Singapore is
a major supplier of refined petroleum products. Of the nonpetroleum exporters,
Taiwan, Korea, and Hong Kong show a strong growth in import shares. In the
1979/80 financial year, the strong growth in imports from Indonesia, from
Middle East countries, as well as from Singapore, reflected oil price rises;
imports from China also increased significantly but continued to constitute
only a small share of total imports.

On preliminary data, the value of imports on a balance of payments basis
rose in the first nine months of 1980/81 by about 20 per cent as against the
same period of the preceding fiscal year. Increases occurred in most commodity
classes, but fuel imports, entirely owing to higher prices, and imports of
capital goods, associated with the pickup in investment in resource develop-
ments, stood out. Moreover, in March 1981 imports were boosted by the
delivery of a Navy frigate and of other ships.

Australia's terms of trade deteriorated steadily in the 1973/74-1977/78
period (Chart 17) as world prices of rural primary products collapsed.
There was some recovery in 1978/79, although the terms of trade remained
well below both the peaks registered in 1972/73 and the average of the past
20 years. Mainly because of the rise of fuel prices by about 80 per cent
the terms of trade deteriorated again in 1979/80 by almost 4 per cent, not-
withstanding the favorable effect of commodity prices on the development of
export prices (Table 28 and Charts 17 and 19).

(2) The invisibles account

A feature of Australia's balance of payments has been the steady
net invisibles deficit as a percentage of GDP, which has been seldom out of
the 3.4-3.7 per cent range in the last ten years. Australia's remote geo-
graphic position (as well as the large proportion of trade carried by foreign
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CHART 21
AUSTRALIA
EXCHANGE RATES OF THE AUSTRALIAN DOLLAR
AGAINST SELECTED CURRENCIES
(Index: 1875=100)
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shipping lines) results in high transportation charges. The tourist balance
has been in deficit, although the Australian tourist industry has registered
rapid growth in earnings over the past few years. A major debit item on the
invisibles account has been net property income, a large portion of which
consists of undistributed income of foreign-owned enterprises. A contribut-
ing factor to the rapid growth of property income debits has been the higher
cost of government borrowing over the three years through 1978/79. This
item rose to $A 374 million in 1979/80 from $A 297 million in 1978/79. The
structural net outflow of unrequited transfers in the balance of payments is
attributable to Australia's aid program to developing countries.

The deficit on the invisibles account increased by $A 0.6 billion to
$A 4.4 billion in 1979/80 (Table 26). The debit items showing the most
rapid growth were transportation, property income payable overseas on direct
investment, and debt service charges; the debt service ratio was the equiva-
lent of about half of one month's exports of goods and services. 1In the
first nine months of 1980/81, the invisibles deficit increased to about
SA 3.5 billion from $A 3.1 billion a year earlier.

b. The capital account

The overall net inflow of capital fell from $SA 3.1 billion in 1978/79 to
S$A 1.3 billion in 1979/80. The sharp decline was the result of both a reduc-
tion in private capital 1imports 1in the half year to December 1979 and a
scaling down of government borrowing abroad. Preliminary data indicate that
in the first nine months of 1980/81 there was a rise in net apparent capital
imports to almost $A 4 billion from $A 0.5 billion a year before, principally
accounted for by private capital transactions.

(1) Private capital flows

Net private capital inflows (including the balancing item) fell from
about $A 1.8 billion in 1978/79 to $A 1.3 billion in 1979/80. The account
weakened considerably in the first half of 1979/80, against the background
of sharp increases in interest rates in major overseas financial markets
relative to those in Australia (Table 37 and Charts 15, 22, and 23). Moreover,
in line with record wheat exports, there was a sizable increase in net credit
extensions abroad by marketing authorities. 1In order to discourage a notable
shift in trade financing from overseas to domestic sources, the Reserve Bank
maintained the discount on the forward exchange rate of the U.S. dollar
broadly in line with the rising interest rate differential. Private long-term
capital imports were augmented considerably in the second half of the fiscal
year in the 1light of the growing attractiveness of Australia's natural
resources in an uncertain world economic climate and of temporarily falling
interest rates in overseas capital markets in the latter part of the period.

As Australian equities continued to attract foreign investors and over-
seas borrowing related to several large resource development projects began,
the balance on private capital in the first half of 1980/81 improved further,
despite significantly higher interest rates overseas. Preliminary data for
the March quarter of 1981 show that, with a movement of the interest rate
differential toward favoring overseas financing, net private capital inflows
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strengthened again. During the first nine months of 1980/81, they amounted
to some $A 3.8 billion, compared with about $A 0.5 billion in the same period
of the previous fiscal year.

(2) Government borrowing

The bulk of government overseas borrowing from 1977 to 1979 was
intended to maintain foreign reserves at a satisfactory level. Accordingly,
the marked improvement in the current account in the first half of 1979/80
and the strengthening of the balance on private capital in the subsequent
period enabled the Commonwealth Government to wind down significantly its
overseas borrowing program (Tables 24 and 37, and Chart 16). During 1979/80
gross foreign borrowing by the Govermment totaled S$A 0.5 billion, compared
with SA 1.6 billion in the previous fiscal year. Official loans in 1979/80
were raised in Japan and in Germany. Net borrowing of about $A 0.2 billion
was more than offset by other government capital transactions, principally
related to prepayments on deliveries of defense equipment. 1In the first
half of 1980/81, only one overseas loan was raised (in deutsche mark equiva-
lent to $A 94 million) to refinance an earlier borrowing, and, after taking
account of redemptions, the government capital account was substantially in
balance (Table 37). A minor net inflow in the March quarter of 1981 was
connected with the delivery of a Navy frigate on which prepayments had been
made earlier by the Government.

Since the end of 1975, Australia has borrowed abroad about $A 4 1/2 bil-
lion. Most of this amount was raised during the period of expanded official
overseas borrowings between September 1977 and early 1980. Official overseas
debt still amounts to only 4.2 per cent of GDP, compared with 5 per cent ten
years ago and over 10 per cent 20 years ago. About $A 2.7 billion will mature
in the five years to 1985/86, peaking in 1983/84 when about $A 0.7 billiomn
will mature.

3. Aid to developing countries

In 1979/80 Australian Official Development Assistance (ODA) on an encash-
ment basis amounted to $A 500 million, equivalent to 0.44 per cent of GDP,
compared with a level of $A 460 million or 0.45 per cent of GDP in 1978/79.
The most notable increase was in multilateral aid, which accounted for 17.9 per
cent of ODA in 1979/80, as against 15 per cent in the preceding fiscal year.
For 1980/81 official aid is estimatd at $A 548 million, an increase of 9.5 per
cent over the preceding fiscal year, with multilateral aid rising by 14.3 per
cent to 18.6 per cent of ODA (Table 38). A major portion of bilateral aid
flows to Papua New Guinea, with most of the balance being directed toward
other South Pacific and Asian countries. Practically all Australian official
aid is provided as grants and nearly three quarters of it 1is untied.

On a deposit basis (OECD-DAC concept), overall development aid amounted
to some $A 778 million in 1979. Of this, ODA accounted for $A 554 million,
equivalent to 0.52 per cent of GDP, compared with an OECD average of 0.35 per
cent the same year.
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CHART 22

AUSTRALIA
SHORT-TERM INTEREST RATES
(In Per Cent Per finnum, End Of Period)
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4, International reserves

At the end of June 1980, Australia's official foreign reserves amounted
to $A 5,681 million. The entire increase of $A 1,796 million over 1979/80 was
attributable to the monthly adjustment in the value of gold and other reserve
holdings, which more than offset the reduction of reserves due to balance of
payments transactions that occurred during the first half of the fiscal year
(Table 39). Over the nine months to March 1981, official reserves fell
moderately, owing to the fact that with the decline in the gold price and
the appreciation of the Australian dollar, the valuation adjustments item
became negative, while balance of payments transactions boosted reserves by
about $A 300 million. At the end of March 1981, official reserves amounted
to $A 5,153 million, equivalent to three months' merchandise imports. With
gold valued at SDR 35 per fine troy ounce, international reserves totaled
SDR 1,959 million, of which gold accounted for 14 per cent and foreign exchange
for 69 per cent (Table 39). Australia was allocated SDR 82.2 million in
January 1980 and SDR 80.6 million in January 1981.

5. Developments in the exchange rate

Given the strengthening of the balance of payments in 1980 and the
early part of 1981, the effective depreciation of the Australian dollar
through the end of 1979 has been followed by a gradual rise in the effective
rate (Table 40 and Charts 21 and 24). Between December 1979 and March 1981,
the value of the Australian dollar in terms of the official trade-weighted
basket of currencies rose by close to 7 per cent and of the MERM effective
rate by 12 per cent. The discrepancy between the appreciation measured by
the two effective rates principally stems from the fact that the Australian
dollar appreciated strongly vis—-3d-vis the EMS currencies, whose MERM weights
are substantially higher than those based on bilateral trade relationships,
while it depreciated against the yen, whose MERM weight is considerably lower
than its bilateral trade weight. 1/ Over the above period, the exchange rate
of the Australian dollar rose by about 6 per cent against the U.S. dollar and
by some 5 per cent against the pound sterling. However, the appreciation
was about 28 per cent vis—-3-vis the deutsche mark and of a similar order
of magnitude toward most other EMS currencies, while there was a depreciation
of some 7 per cent vis—-3-vis the yen.

1/ In the computation of effective exchange rates based on the Multi-
lateral Exchange Rate Model (MERM) of the Fund, the weights represent the
effect, calculated from the MERM, on the home country's trade balance of a
change of 1 per cent in the exchange rate of each foreign currency in terms
of the home currency. In the official index of the value of the Australian
dollar vis-3-vis a basket of currencies, the weights reflect the individual
countries' total trade, i.e., exports plus imports, with Australia. In the
current calculations of the MERM effective rate, the aggregate weight of the
EMS currencies with respect to the Australian dollar is about 28.5 per cent
and that of the yen 10.5 per cent of total weights. On 1979/80 trade flows,
the bilateral trade weights vis—3-vis Australia, were 11 per cent for the
EMS countries and about 21.5 per cent for Japan.
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The real effective appreciation of the Australian dollar between the
last quarters of 1979 and 1980 amounted to 4.5 per cent, adjusted for rela-
tive consumer prices. Adjusted for relative unit labor costs in manufactur-
ing, the real effective rate on an annual average is estimated to have been
roughly unchanged in 1980 from a year earlier. The development of real
exchange rates against selected currencies is shown in Chart 21.
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Table 27. Australia: Merchandise Exports and Imports at
Current and Constant Prices

(Percentage change from preceding period, seasonally adjusted)

Exports Imports
At current prices At 1974/75 prices At At
Rural Other Rural Other current 1974/75
exports exports Total exports exports Total prices prices

1971/72 13.8 11.3  12.5 6.6 11.4 8.8  -3.5 -8.2
1972/73 35,5 19.2  27.2  -8.3 15.6 2.8 3.0 1.9
1973/74 N7 15.9  11.3 -17.8 1.3 -7.8  48.0 30.6
1974/75 10.3 42.9  26.4  12.8 4.6 8.1  32.1 1.0
1975/76 9.1 10.8  10.0  12.0 -4 4 2.9 2.5 -9.7
1976/77 22.7 21.8  22.2  14.2 6.2  10.0  26.7 11.7
1977/78 -1.9 10.2 4.9  -1.1 3.3 1.1 7.3 5.8
1978/79 15.3 17.9  16.8 -10.7 10.0  -0.1  23.1 11.4
1979/80 1/ 41.1 26.3  32.3  28.2 6.1  15.7  17.5 ~1.2
1978/79
Sept. qtr. -3.4 2.9 0.3 -12.6 -0.3 5.9 7.4 3.7
Dec. qtr. 12.2 8.0 9.6 3.2 8.4 6.2 9.0 6.3
Mar. qtr. 14.2 8.6 10.8  11.6 3.2 6.6 0.7 4.4
June qtr. 11.8 3.8 7.0 7.1 -3.5 1.1 9.8 4.8
1979/80 1/ |
Sept. gtr. 3.0 4.3 3.4 3.7 0.1 1.3 -3.1 8.2
Dec. qtr. 25.7 8.3 15.7  14.8 5.1 9.6 9.2 6.8
Mar. qtr. -1.6 12.2 5.9 2.6 7.4 5.0 11.1 4.8
June qtr. -6.0 5.3 5.6  -7.3 7.4 7.4 -5.2 9.2

Source: Australian Bureau of Statistics, Exports and Imports of Merchandise at
Constant Prices.

1/ Provisional data.
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Table 34. Australia: Exports of Major Commodity Groups to Major Countries

(In millions of Australian dollars)

Other Other Main
United United New Germany Main Main Centrally '
Japan Kingdom States Zealand (FR) OECD 1/ Asia 2/ Planned 3/ Other Total

Meat and meat preparations

1977/78 207 32 419 ves 5 59 101 34 262 1,119
1978/79 295 57 816 1 6 99 191 14 230 1,713
1979/80 371 46 748 2 8 95 134 49 276 1,729
Cereal grains and cereal pre-
parations
1977/78 262 3 cen 2 22 4 225 407 425 1,350
1978/79 251 3 1 7 13 6 257 158 478 1,174
1979/80 332 2 ves 11 6 13 363 1,099 1,063 2,891
Sugar, sugar preparations, and
honey
1977/78 218 5 83 17 e 96 85 38 6 548
1978/79 226 2 24 22 P 44 125 15 [ 464
1979/80 280 4 53 10 2 94 176 73 ae 700
Other food and live animals
1977/78 150 26 68 16 13 34 142 - 205 654
1978/79 199 26 77 18 19 37 180 2 216 774
1979/80 224 34 88 29 19 55 194 1 345 989
Textile fibers and their waste
1977/78 357 40 31 1 86 212 101 222 110 1,160
1978/79 425 44 39 2 105 289 146 257 161 1,468
1979/80 445 50 40 2 106 322 136 311 195 1,607
Iron ore and concentrates
1977/78 733 6 3 [N 34 63 - 40 35 é 920
1978/79 701 11 4 v 54 34 61 95 8 968
1979/80 816 10 1 67 34 91 51 6 1,076
Coal, coke, and briquettes
1977/78 1,109 36 15 - 20 168 83 - 58 -1,489
1978/79 1,086 52 15 v 13 163 127 s 77 1,533
1979/80 1,206 75 3 - 22 139 153 e 90 1,688
Iron and steel
1977/78 10 2 36 40 7 42 133 88 105 463
1978/79 30 ae 35 61 3 28 194 108 134 593
1979/80 18 2 50 78 1 58 165 124 110 606
Nonferrous metals -
1977/78 78 157 48 33 26 79 89 10 58 578
1978/79 73 205 85 49 28 102 149 24 78 793
1979/80 72 427 125 60 31 189 182 38 125 1,249
Machinery and transport
equipment
1977/78 27 21 66 126 6 15 168 — 118 547
1978/79 22 23 86 167 8 16 200 1 150 673
1979/80 53 33 138 187 7 20 237 2 180 857
Other merchandise and nounmerchandise
1977/78 745 154 520 350 176 340 516 59 582 3,442
1978/79 801 148 608 420 185 443 707 122 656 4,090
1979/80 1,254 269 798 485 226 533 822 184 907 5,478
Total
1977/78 3,890 482 1,289 585 395 1,112 1,683 893 1,935 12,270
1978/79 4,109 571 1,790 747 434 1,261 2,337 796 2,198 14,243
1979/80 5,071 952 2,044 864 495 1,552 2,655 1,932 3,305 18,870

Source: Data provided by the Australian authorities.

1/ 1Includes: Canada; Belgium-Luxembourg; France; Italy; Netherlands.
2/ 1Includes; Indonesia; Malaysia; Philippines; Singapore; Taiwan; Hong Kong; Korea, Republic of; Papua New Cuinea.
3/ 1Includes: Poland; U.S.S.R.; China, People's Republic of.
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Table 35. Australia: Export Performance by Major Areas

1979 1976 1977 1978 1979 1980 1/
Percentage
share in Percentage change from preceding
exports year in U.S. dollar terms
Exports to world
From world 100.0 13.9 13.9 16.4 26.0 .
From industrial countries 100.0 11.3 13.6 19.9 22.7 24.7
From Australia 100.0 10.5 1.6 7.9 29.6 28.3
Exports to industrial
countries
From world 68.8 17.0 13.3 15.9 29.4 “en
From industrial countries 69.1 14.8 13.1 19.6 26.2 24.3
From Australia 61.5 19.2 -2.2 5.4 23.2 32.4
Exports to oil-exporting
countries
From world 6.1 15.0 25.8 17.2 0.1 cen
From industrial countries 7.1 15.5 24,1 18.2 -3.0 36.3
From Australia 5.5 -6.3 15.7 12.8 26.3 78.8
Exports to non-oil developing
countries
From world 19.7 6.1 14.9 19.2 27.5 “ee
From industrial countries 18.5 0.3 14.6 23.0 23.6 22.1
From Australia 24.2 -5.2 8.0 20.4 36.1 33.5
Exports to U.S.5.R., Eastern
Europe, China, etc.
From world 4.1 0.9 4.6 17.4 21.3 een
From industrial countries 4.3 3.8 -1.1 13.4 19.4 20.1
From Australia 8.3 14.1 11.3 ~-8.3 69.0 42.6

Source: IMF, Direction of Trade.

1/ First half year.
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Table 36. Australia: Imports from Countries and Country Groups

1970/71 1974/75 1979/80
Percentage distribution

Major Developed 84.7 77.3 71.5
ASEAN 2.6 3.0 6.2
Indonesia (0.6) (0.2) (1.5)
Malaysia (0.8) 0.7) (1.2)
Philippines (0.6) (0.3) (0.5)
Singapore (0.6) (1.6) (2.7)
Thailand (0.1) (0.2) (0.3)
Middle East 2.7 7.0 8.8
Indian Sub-Continent 1.4 1.0 1.1
Pacific 1/ 0.9 1.0 1.0
Africa 2/ 0.4 0.4 0.3
Other Asia 3.0 5.1 7.2
China, People's Republic of (0.8) (1.0) (1.2)
Taiwan (0.6) (1.4) (2.7)
Hong Kong (1.5) (2.1) (2.4)
Korea, Republic of (0.1) (0.6) (0.9)
Other 4.3 5.2 3.9
100.0 0 100.0

100.

Source: Data provided by the Australian authorities.

1/ Excluding New Zealand.
2/ 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
institutions 32.5 37.4 48.9
UN programs, regional and other
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.

1/ Official forecast.
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Table 40. Australia: Exchange Rates

(Units of foreign currency per Australian dollar)

Trade-Weighted Effective
Basket of Foreign Rate
Currencies (MERM)
U.S. Dollar Japanese Yen May 1970 = 100 (1975 = 100)
Per- Per- Per- Per-
centage centage centage centage
Level change!f Level chaqge}/ Level changg!] Level change 1/
End of period Period average
972 1.2750 7.1 384.50 2.6 106.5 6.7 96.1 0.3
973 1.4875 16.7 416.72 8.4 118.1 10.9 108.4 12.7
974 1.3270 -10.8 398.68 ~4.3 105.3 -10.8 111.7 3.1
975 1.2571 -5.3 383.38 ~3.8 105.3 - 100.0 -10.5
976 1.0864 -13.6 318.08 -17.0 92.2 -12.4 97.0 -3.0
977 1.1414 5.1 273.84 -13.9 89.4 -3.0 87.5 -9.8
978 1.1505 0.8 222.83 -18.6 82.7 -7.5 85.6 -2.2
979 1.1055 -3.9  265.82 19.3 83.3 0.7 81.9 -4.2
.980 1.1807 6.8 239.54 -9.9 87.1 4.6 83.8 2.2
.978/79
Mar. qtr. 1.1182 -2.2 233.63 ~7.9 82.3 -5.9 82.7 ~5.0
June qtr. 1.1211 -2.3  242.83 3.1 83.1 -3.6 82.0 -5.1
979/80
Sept. qtr. 1.1298 -2.3  252.17 15.4 83.5 ~0.1 82.2 -3.3
Dec. qtr. 1.1055 -3.9 265.82 159.3 83.3 0.7 80.9 -3.5
Jan. 1.1069 -2.3  264.46 16.0 83.2 0.5 80.6 -3.1
Feb. 1.0987 ~2.6 272.75 19.6 83.5 1.3 80.7 -2.5
Mar. 1.0831 -3.1  270.13 15.6 84.4 2.6 81.6 -0.7
Apr. 1.1145 1.1 267.31 9.8 84.5 2.1 82.2 0.5
May 1.1426 3.4 256.91 5.4 84.7 1.9 82.8 1.1
June 1.1576 3.3 251.31 3.5 85.0 2.3 83.5 1.6
.980/81
July 1.1525 2.0 261.13 6.1 85.5 2.6 83.7 1.8
Aug. 1.1656 3.3  254.28 2.4 85.8 2.8 84.5 2.5
Sept. 1.1690 3.5 248.74 ~-1.4 85.8 2.8 85.0 3.6
Oct. 1,1726 6.9  247.07 -5.5 86.2 2.9 85.8 5.1
Nov. 1.1643 6.4 251.26 ~7.7 86.8 3.8 87.0 7.9
Dec. 1.1807 6.8 239.54 -9.9 87.1 4.6 87.9 9.2
Jan. 1.1707 5.8 239.29 -9.5 87.5 5.2 88.9 10.4
Feb. 1.1566 5.3  240.90 -11.7 88.2 5.6 90.0 11.5
Mar. 1.1684 7.9  245.95 -9.0 88.8 5.2 90.1 10.5

Sources: Reserve Bank of Australia, Statistical Bulletin; and IMF, International
'‘Inancial Statistics.
1/ Percentage change from one year earlier.
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V. Exchange and Trade Relations

1. The exchange rate

The exchange rate_ for the Australian dollar is determined by reference
to a trade-weighted index of currencies. A mid-rate for the Australian dollar
in terms of the U.S. dollar (the intervention currency) is announced each day
by the Reserve Bank of Australia. No margins are set in respect of exchange
transactions. Official limits are set within which the banks may transact
business with the public in U.S. dollars. On December 31, 1980 the authori-
ties set a middle rate for the U.S. dollar at $A 1 = US$1.18. There are no
taxes or subsidies on purchases or sales of foreiyg:: exchange.

The Reserve Bank stands ready to buy and sell U.S. dcllars forward at
the rate announced by it each day. The forward mariet o erazed by the trad-
ing banks but underwritten and regulated by the Reserve ban: provides forward
cover for trade transactions and a limited number of invisible transactions.
Access to these "official™ forward facilities is limited t. only certain
types of transactions and alternative private facilities have been developed.
For instance, the intercompany hedge market or the "gray market” has been in
operation for a number of years. In addition, the banks have introduced an
interbank currency-hedging facility and the Sydney Futures Exchange has now
established a currencies futures market. Trading commenced on March 19,
1980, The U.S. dollar and the pound sterling are currently the only curren-—
cies traded. Yen contracts have not been traded since January 15, 1981.
These markets have to conform to exchange control requirements, so that non-
residents cannot participate in their activity and residents are not allowed
access to arbitrage between such markets in Australia and similar markets
overseas. The constraints on the scope of currency-hedging markets reduce
the scope for matching transactions, with the result that these markets are
influenced heavily by the conditions in the official market. Nevertheless,

price differentials between the hedging and the official markets can also
affect the operation of the official market.

2. Controls on capital movements

The main aim of the exchange control system is to limit the magnitude of
fluctuations in short-term capital movements. The Treasury believes that the
controls do not inhibit the longer-term capital movements and their effect 1is
largely on the variability rather than the level of total net capital inflows.
The controls constrain the holding of foreign currency balances of residents
and their ability to make portfolio investments abroad. They also generally
restrict nonresident banks and governments from holding Australian dollar
balances in excess of minimum working requirements and from borrowing in
Australia. Earnings from direct investment overseas can be retained overseas
as working capital and for firmly planned expansion without specific prior
approval from the Reserve Bank. Where such funds are retained overseas, the

resident is required to inform the Reserve Bank of the purposes for which
the funds are being utilized.

Although the authorities concede that a move to a more market-oriented
exchange system would affect the volume and composition of gross capital
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flows, they question whether there would be a significant effect on net capi-

tal flows. 1/ Although at times the authorities have used supplementary con-
trols restricting short-term overseas borrowing by residents, at present no’
such controls are in force.

3. Foreign investment

The Government's policy on foreign investment is basically one of encour-
agement because of the contribution foreign investment has made, and 1is
expected to make, to the development of Australia's industries and resources.

The Govermment is advised on individual proposals and on foreign investment
matters generally by the Foreign Investment Review Board. The foreign invest-

ment policy obligations apply to certain categories of foreign investment,
whether or not exchange control approval is required to transfer funds to
Australia to finance such investment. The examination procedures recognize
the need to avoid unnecessary interference with normal commercial processes.
The types of proposals subject to examination are (a) proposals falling
within the scope of the Foreign Takeovers Act, including any acquisition or
issue of shares which would result in or increase a substantial foreign
interest in an Australian company, even where there is no change of control;
it is the practice of the Govermment not to intervene, except in special
circumstances, in proposals where the total assets of the target company or
business are less than $A 2 million; (b) all proposals to establish a new
business or project, irrespective of size, in industries subject to special
restrictions, namely, finance, insurance, the communications media, civil
aviation, uranium, and activities relating to uranium; (c) direct investments
by foreign governments or their agencies (excluding investments related to
their official representation); (d) other proposals to establish new busi-
nesses where the total amount of the investment is $A 5 million or more
(including diversification into activities not previously undertaken directly
in Australia and new projects in mining or other natural resource industries);
and (e) proposals to acquire real estate valued at $A 250,000 or more.

There are specific guidelines concerning Australian equity participation
in proposals for investment in the natural resources sector. A proposed pro-
ject for the mining and production of uranium should have a minimum of 75 per
cent Australian equity and it should be Australian-controlled. Only in cases
where 75 per cent Australian equity is clearly unobtainable will alternative
proposals be considered. In such cases it needs to be demonstrated that
75 per cent Australian equity is unavailable, that the project would be of
significant economic benefit to Australia, that there would be at least 50 per
cent Australian equity, and that Australians would have the major role in
determining the policy of the project. Where projects do not have 75 per cent
Australian equity and control, arrangements may be required to increase the
level of Australian participation over an agreed period.

Other projects in the natural resource sector are, as a general rule,
only allowed to proceed provided they have a minimum of 50 per cent Australian

1/ Submission to the Committee of Inquiry into the Australian Financial
System. Treasury Paper No. 4, December 1979.
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equity, with at least 50 per cent of the voting strength of the Board of
Directors held by Australian interests. However, projects may be approved
with less than 50 per cent Australian equity, provided they are not otherwise
contrary to the national interest, and the Govermment judges that the unavail-
ability of sufficient Australian equity capital on reasonable terms and con-—
ditions would unduly delay the development of Australia's natural resources.
In this event, the Government seeks, as appropriate, satisfactory arrangements
for Australian equity to be increased to at least 50 per cent within an agreed
period.

4, Assistance to industry and trade arrangements

Final responsibility for determining the levels and nature of assistance
afforded particular industries rests with Parliament. However, the Government
has long followed the practice of seeking advice on 1industry protection
matters from an independent advisory authority. The Australian Tariff Board,
established in 1921 to advise the Government on tariff assistance to the manu-
facturing sector, was reconstituted in 1973 as the Industries Assistance Com-
mission (IAC). The primary function of the IAC is to advise the Commonwealth
Government on the nature and extent of long—term assistance which should be
given to industries. Its inquiries can cover any industry in the rural,
mining, manufacturing, or service sectors.

On any proposed variations in the long-term assistance afforded indus-
tries in the primary and secondary sectors of the economy, the Government is
required by law to refer to the IAC for inquiry and report, before action is
taken. The Commission may also inquire and report, on its own initiative,
into industries where assistance has not been reviewed for a specified number
of years. Other functions of the Commisssion include the systematic Review
of the Tariff, commenced in 1971, temporarily suspended in 1976 before its
resumption in 1979; inquiries .into short-term assistance requirements; and
the provision, through its Annual Reports and occasional discussion papers,
of information for public scrutiny on both economy-wide matters and indi-
vidual industries.

In the performance of its functions, the IAC is required to be con-
cerned with improving the efficiency with which the economy uses its
resources; ensuring consistent industry policy; taking account of the interest
of consumers and users of products affected by the Commission's proposals;
and providing for public scrutiny of assistance measures. As a result of
legislative changes in 1978, the IAC is also required to report on the level
of assistance necessary to maintain activity and employment in an industry;
the reasons for recommending a level of assistance lower than this; whether
the structure of the industry can be improved, and if so in what manner;
and the possible consequences, including economic, social, and employment
consequences, of carrying out its recommendations. The Commission's recom-—
mendations for variation in levels of assistance seek to balance the benefits
of improved resource use against transitional costs to particular persons
associated with disruptions to settled patterns of production and employment.
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On questions of short-term assistance to industry, advice to Govermment
is usually provided by the Temporary Assistance Authority (TAA) created in
1973. The TAA can recommend the level of assistance necessary to maintain
the existing or a previously existing level of activity and employment in an
industry. Temporary assistance granted following the acceptance of a TAA
recommendation may not continue for more than 12 months without a review by
either the TAA or the IAC, and such assistance may not be provided beyond
the second year unless there is a full review by the IAC., Also, where an
industry receiving temporary assistance has received it for two years or for
a total of two years within the previous four years, it is referred to the
IAC for consideration of its long-term level of assistance.

The protection granted to the manufacturing sector has been high for
many years. For several decades the emphasis had been on industrial diver-
sification behind protective tariff and other barriers, but trade policies
have been liberalized since the early 1960s. A review of tariffs was insti-
tuted in 1971. In July 1973 a 25 per cent across-the-board tariff cut was
implemented; as a result the average nominal rate of assistance to manu-
facturing industries fell from 24 per cent (36 per cent in effective terms)
in 1968/69 to 17 per cent (27 per cent in effective terms) in 1973/74. Some
further reductions in long-term rates of protection were effected following
the November 1976 devaluation. However, the deteriorating competitiveness
of certain industries, especially between 1974 and 1976, led the Government
to introduce a range of temporary assistance measures, including quantitative
restrictions, principally in the motor vehicles, whitegoods and textiles,
clothing and footwear industries. In view of the continuation of the diffi-
culties, the temporary assistance policies were reoriented to become sectoral
policies. The application of these measures partly offset the effect of the
tariff reductions, and by 1978/79 the average nominal rate of assistance was
still about 15 per cent and the effective rate about 26 per cent. Moreover,
the spread between the rates of assistance accorded to different industries
widened considerably (Tables 41 and 42).

The current passenger motor vehicle policy is designed to ensure that
about 80 per cent of domestic demand is supplied by domestic production.
These arrangements are implemented through quantitative restrictions on
imports. Recently, the IAC has recommended a reduction in the level of
assistance to the passenger car industry. A major government decision on
long-term assistance arrangements for the industry is to be taken following
the submission of an IAC report in April 198l.

For the textiles, clothing, and footwear industries, which had suffered
sustained import pressure since 1973/74, the Govermment introduced in 1977
a three-year program of assistance which was subsequently extended by one
year. Its central feature is the continuation of tariff quotas and quanti-
tative restrictions on a wide range of these products. A new program of
assistance for these industries was announced on August 15, 1980 to apply
for seven years from January 1, 1982. It generally involves bounties on
yards, tariffs on fabrics, and the maintenance of quotas on finished pro-
ducts. The new program provides for a controlled increase in imports and
encourages further improvements in the efficiency of the industry, while
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providing a reasonably predictable environment for the investment and market-
ing decisions of manufacturers and importers. For all finished products
subject to quota, this entails for the seven years an opening of the market
to permit imports to increase by the equivalent of 1 per cent of domestic
production per annum and, in addition, increases in access equivalent to
real market growth. In the sectoral assistance policy on whitegoods intro-
duced in mid-1978, the Government replaced import quotas with increased
tariffs and provided for a subsequent phased reduction 1in this assistance

over six years to a long-term general rate of 30 per cent for most white-
goods.

As to the shipbuilding industry, in its report submitted to the Govern-
ment in September 1976, the IAC considered that the construction of large
vessels must cease sooner or later and that postponement of such action
would only increase the costs involved. The Government accepted the Commis—
sion's recommendation that there should be no change in the level of assis-
tance. As a result of commercial decisions, large shipbuilding in Australia
ceased in August 1978. The industry is assisted by a 27 1/2 per cent bounty,
which compares with a bounty of up to 45 per cent during the early 1970s,
and with this level of assistance is generally competitive with overseas yards
for the supply of vessels within its capacity range.

5. Changes in exchange and trade arrangements during 1980

January l. The "threshold” price above which footwear becomes exempt
from import licensing was raised from SA 25 to $A 26 per pair.

Januvary 2. Certain specialized footwear falling under four tariff
headings were exempted from the 12.5 per cent special additional customs duty

introduced in August 1978, thus reducing the applicable tariffs to a total of
34 per cent.

January 6. Quota allocations for certain textiles and clothing for the
period March-August 1980 were announced; compared with the previous period
15 quota categories were increased, 21 were left unchanged, and 7 were reduced.

January 16. Tariffs on imports of tractors having a power of less than
15 kw and of pedestrian-operated rotary cultivators were changed from 22.5 per

cent to 25 per cent, while those for other rotary cultivators not exceeding
15 kw were changed from 22.5 per cent to 15 per cent.

January 16. Tariffs on imports of baby carriages and parts thereof were

changed from 28 per cent to 25 per cent, to be phased down to 20 per cent
after two years.

llarch 7. Tariffs on rubber products were restricted to provide a long-
term rate of 25 per cent. Tariffs on gaskets and similar joints, thread and

cord, and certain hygienic and pharmaceutical articles would be phased from
varying rates to 25 per cent within two years.



-77 -

March 21. Tariffs on dental cement and fillings of 15 per cent were
introduced; a reduction to 10 per cent was planned to be made after one
year. :

April 1. The amounts and categories of portfolio investment overseas
that may be undertaken by Australian residents were modified. The annual
limit for equity and real estate investments is now $A 40,000 for indivi-
duals and $A 2,500,000 for listed and substantial unlisted public companies
and institutions, while substantial private companies, which meet certain
financial standards, are eligible for an annual maximum investment of
$A 250,000. Within the new limits, individuals may now invest annually up
to SA 100,000 and public companies and institutions up to $A 1 million in
marketable fixed interest securities with not less than one year to run to
maturity at date of purchase. Investments in banks, money market, and
similar short~term deposits, as well as loans to nonresidents, will continue
to be not permitted. The new limits are noncumulative from year to year.
However, in special circumstances to allow a specific 1investment project
to be accomplished, such as the purchase of a residence overseas or a stra-
tegic holding in an overseas company or business, consideration may be given
to allowing two financial years' entitlements to be taken together.

April 1. The export of sorghum to the U.S.S.R. was banned.

April 2. Exchange and trade restrictions applying to Zimbabwe (formerly
Rhodesia) were lifted.

April 16. It was announced that, with effect from July 1, 1981, all
remaining preferential tariffs on imports from the United Kingdom would be
removed.

April 21. Permissible imports of double-edged razor blades were
increased to 20 million units per year, from an annual level of 16 million
units during the preceding two years.

April 30. Import licensing was lifted on certain uncoated hot rolled
steel sheets and plates, certain uncoated cold rolled steel sheets and plates,
and certain galvanized steel sheets, plates, strips, and hoops.

July 1. A special quota for the year ending June 30, 1981 was estab-
lished for handicraft knitwear, amounting to 85 per cent of such imports in
the 12 months ending March 31, 1980. (Imports in excess of this level would
be subject to the global quota system for textiles and clothing.)

July 15. Australia signed the South Pacific Regional Trade and Economic
Cooperation Agreement (SPARTECA); the agreement provides that Australia,
together with New Zealand, grant duty-free and unrestricted access for most
of the products exported by the other islands of the South Pacific Forum 1/
on a nonreciprocal basis.

1/ The "South Pacific Forum,” includes, in additiom to Australia and
New Zealand, the Cook Islands, Fiji, Kiribati, Nauru, Niue, Papua New Guinea,
the Solomon Islands, Tonga, Tuvalu, Western Samca, and Vanuatu.
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July 20. It was announced that new statistical arrangements had been
introduced to replace previous arrangements under which the Australian trad-
ing banks are required to establish that any necessary exchange control
authority for large inward capital flows had been given before converting
foreign exchange into Australian currency. However, authority was still
required before agreements were entered into to borrow from nonresidents and
before any shares in Australian companies were allotted, issued, or trans-—
ferred to any nonresident. Foreign investment policy was also unaffected
and tax clearance certificates continue to be required where applicable.

December 3. Import quotas on passenger vehicles for 1981 were reduced

to 88,000 from 90,970 in 1980, with the final quota to be determined follow-
ing a review of the market in mid-198l.

6. Recent changes in budgetary assistance to industry

It was announced on April 14, 1980 that capital expenditure by primary
producers on plant or structural improvements for conserving and conveying
water for use in their businesses was to be made fully deductible in the year
in which the expenditure was incurred. As of August 7, 1980 the rate of
interest payable on Income Equalization Deposits (IED) held by primary pro-
ducers was increased from 5 per cent to 7 per cent. The new rate applies to
IEDs held at that time as well as to new deposits made subsequently,

llajor changes, including those foreshadowed, in budgetary assistance to
industry announced in the 1980-81 budget or subsequently are outlined below.

a. Rural sector

Expenditure on wool promotion and research by the Govermment is estimated
to increase from $A 19 million in 1979-80 to $A 27.1 million in 1980-81.
The value of the interest subsidy paid by the Government to reimburse the
Wheat Board's additional borrowing costs, resulting from the Govermment's
request that the Wheat Board partly finance its first advance payments to
growers from commercial borrowings, is expected to increase almost fourfold
from $A 7.7 million in 1979-80 to $SA 28.7 million in 1980-81.

Following a report by the IAC on apples and pears, the Government has
decided that new arrangements will apply for the 1981-85 export seasons,
whereby the Government will underwrite apple and pear export receipts in each
season at 95 per cent of the weighted average return for the four immediately
preceding seasons. Supplementary assistance will continue for the seasons
1981 to 1984 on a dollar-for-dollar basis with participating states. The
budget provision covering total stabilization and supplementary assistance
expenditure for 1980-81 is S$A 3.4 million for apple exports and $A 0.4 million
for pear exports. The nitrogenous fertilizer subsidy, due to expire at the
end of 1980, has been extended a further year, at an estimated cost of
SA 5 million in 1980-81 compared with $A 7.3 million in 1979-80. Provision
of SA 46 million is included in 1980-81 for the phosphate fertilizer bounty
compared with $A 51.4 million in 1979-80.
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A special depreciation allowance (20 per cent over five years) was intro-
duced for new machinery used wholly and exclusively in agricultural, pas-
toral, and forestry operations. The allowance also applies to the purchase
of new vessels in the fishing industry. The capital cost of a wide range of
soil conservation measures became eligible for immediate tax deduction in
the year of expenditure.

b. Mining sector

The mining sector is primarily assisted through the taxation system by
way of various special provisions applying to mining companies or to their
shareholders. No major changes have been made recently or foreshadowed in
budgetary assistance provided to the mining sector.

c. Manufacturing sector

The manufacturing sector is predominantly assisted by tariffs and quan-
titative restrictions which provide protection against imports. Significant
assistance is, however, also provided to the manufacturing sector through
the budget. Prebudget rates of depreciation in respect of most new or second
hand items of plant ordered after August 19, 1980 were increased by 20 per
cent.

Bounty payments to manufacturing industry are expected to increase by
some 37 per cent from $A 61.5 million in 1979-80 to SA 84.1 million in 1980-81.
Following a review by the IAC, a new bounty scheme for shipbuilding assistance
commenced on July 1, 1980. The current rate of bounty of 27.5 per cent,
which applies to the construction costs of vessels, will be phased down to a
long-term rate of 20 per cent from June 30, 1984 to July 1, 1986. Outlays
in 1980-81 are anticipated to increase by $A 17.4 million to $A 31.8 million.

Expenditure aimed at promoting exports is expected to rise by almost
21 per cent, from $A 240.6 million in 1979-80 to $A 290.2 million in 1980-81.
Export incentive payments are expected to increase by $A 30 million to
SA 200 million im 1980-81 under the Export Expansion Grants Scheme; and pay-
ments under the Export Market Development Grants Scheme are expected to
increase from $A 45 million in 1979-80 to $A 60 million in 1980-81l.

7. Nontariff barriers faced by Australian exporters

Australian exporters are confronted with a wide aray on nontariff bar-
riers especially against agricultural products, which the Multilateral Trade
Negotiations concluded in 1979 largely failed to eliminate or to modify.

Access to the EC market for a wide range of agricultural products of
importance to Australia, including beef, cheese, wheat, and fruit is seri-
ously impeded by the Common Agricultural Policy (CAP). Sheep meat has recently
been included in the regime. Through the mechanism of variable import levies,
the system limits imports of the products concerned and the effects were such
that between 1974 and 1978 exports of foodstuffs to the EC from Australia
were reduced by 80 per cent (Table 43). Moreover, the maintenance of high
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domestic support prices in the EC countries results in the generation of sur-
pluses in farm products, which are sold to other countries with the aid of
export subsidies. The subsidized exports have a price-depressing effect in
external markets, which are in many cases those that traditional exporting
countries, such as Australia, have sought to develop in order to offset the
loss of their traditional sales outlets in Europe. Other practices of the
EC, including global quotas, import licensing, seasonal restrictions, etc.,
are shown in Table 44.

In the Japanese market, Australian farm exports are confronted with a
system of quotas, state trading arrangements, or licensing schemes to protect
domestic agricultural producers. Examples of Australian products affected
by such measures include beef, dairy products, sugar, leather, citrus fruits,

and fruit and vegetable juices.

In the United States agricultural products are subject to various
restrictions under Section 22 of the Agricultural Adjustment Act. This
provides for import quotas on butter, cheese, and other dairy and dairy-
related products. In addition, voluntary restraint arrangements apply to
imports of meat.

In Canada, Australia faces voluntary restraints for the importation of
beef, discretionary licensing for the importation of preserved milk and
butter, and global quotas on the importation of cheese. Restrictions also
result from the application of provincial laws on the importation of wines.
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Table 41. Australia: Average Nominal Rates of Assistance 1/ for Groups
of Manufacturing Industries

Average Nominal Rate .
Industry 1968/69  1973/74 1976/77 1977/78 1978/79 2/

(In per cent)

Food, beverages, and tobacco 14 8 7 7 7
Textiles 25 19 24 26 (27) 3/
Clothing and footwear 53 36 62 64 (66) 3/
Wood, wood products, and furniture 22 14 13 13 12
Paper and paper products, printing 29 21 17 16 16
Chemical, petroleum, and coal
products 21 16 8 7 7
Nonmetallic mineral products 12 8 5 4 4
Basic metal products 14 10 7 6 6
Fabricated metal products 38 27 22 21 20
Transport equipment 34 26 29 30 (30) 3/
Other machinery and equipﬁent 34 23 19 17 17
Miscellaneous manufacturing 30 21 20 20 22
Total manufacturing 24 17 15 15 (15) 3/

Source: Industry Assistance Commission, Annual Report 1979/80.

1/ The term "nominal assistance'" here refers to the gross assistance provided
to an activity, industry, etc., and can cover any or all forms of assistance.. The.
nominal rate of assistance is the amount of assistance expressed as a percentage
of the value of output. The forms of assistance covered by this table are tariffs,
quantitative restrictions on imports, subsidies including export incentives, and
special pricing schemes for sugar and petroleum products. Forms of assistance
not taken into account include government purchasing practices and the local
content scheme for motor vehicles.

2/ Preliminary; subject to revision.

é/ Estimates of assistance afforded by quantitative restrictions which con-
tribute significantly to total assistance for these industries were not available
for 1978-79. The figures in brackets are estimates made on the assumption that
nominal rates of assistance for tariff items subject to quantitative restrictions
in 1977-78 remain unchanged in 1978-79.
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Table 42. Australia: Effective Rates of Assistance 1/
for Groups of Manufacturing Industries

Average Effective Rate
Industry 1968/69  1973/74 1976/77 1977/78 1978/79 2/

(In per cent)

Food, beverages, and tobacco 16 18 16 13 15
Textiles 43 35 51 57 (61) 3/
Clothing and footwear 97 64 141 149 (151) 3/
Wood, wood products, and furniture 26 16 18 18 16
Paper and paper products, printing 52 38 30 29 28
Chemical, petroleum, and coal
products 31 25 21 18 17
Nonmetallic mineral products 15 11 7 5 5
Basic metal products 31 22 15 14 12
Fabricated metal products 61 44 34 32 32
Transport equipment 50 39 54 61 (59) 3/
Other machinery and equipment 43 29 22 21 22
Miscellaneous manufacturing 34 24 25 27 31
Total manufacturing 36 27 27 26 (26) 3/

Standard deviation of effective
rates of assistance (30) (23) (32) (34) (34) 3/

Source: Industries Assistance Commission, Annual Report 1979/80.

1/ '"Net" assistance provided to an activity, industry, etc., after making allow-
ance for the effects of tariffs and other forms of protection which increase the
costs of the activities concerned. A fuller explanation of effective rates of
assistance is in Trends in the Structure of Assistance to Manufacturing, AGPS, 198C.
The forms of assistance covered by this table are the same as those covered in
Table (see footnote of that table).

2/ Preliminary, subject to revision.

3/ Estimates of assistance afforded by quantitative restrictions which con-
tribute significantly to total assistance for these industries were not available
for 1978-79. The figures in brackets are estimates made on the assumption that
nominal rates of assistance for tariff items subject to quantitative restrictions
in 1977-78 remain unchanged in 1978-79.
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Australia: Commodity Exports to the EC 1/

(In thousands of tonnes)

1965/66 1975/76 1977/78
Sugar 461 64 29 2/
Wheat 693 73 -~
Beef and veal 92 14 19
Butter 64 24 -
Cheese 11 - -
Canned fruits 113 42 31
Apples and pears 164 54 28

Source: Data provided by the Australianm authorities.

1/ EC of the nine.

2/ Re-exported to countries outside the EC.
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Table 44. Australia: Nontariff Trade Barriers Facing
Agricultural Exports to the EC 1/

SITC Description Nontariff trade restraint 2/
001 Live animals PHS, R, SP
011 Meat; fresh, chilled, or frozen HS, PHS, DL, GQ, R, MP, ST, VL,
SP
013 Meat in airtight containers HS, PHS, R, DL, VL, SP
022 Milk and cream VL
031 Fish and fish preparations SP, Q, BQ
041 Wheat and meslin unmilled VL, SP
042 Rice VL, SP
043 Barley unmilled VL, SP
044 Maize unmilled VL, SP
045 Other cereals unmilled VL, SP
046 Meal and wheat flour VL, SP
047 Meal and cereal flour VL, SP
048 Cereal preparations VL, SP, ST, HS
051 Fresh fruit and nuts HS, GQ, BQ, SP, R, SR, DL, SR
052 Dried fruit DL, HS, Q
053 Preserved fruit BQ, @, HS, DL, GQ, VL, SP
054 Preserved vegetables SP, BQ, DL
055 ‘Vegetable roots and tubers SP, HS, BQ, GQ
061 Sugar and honey VL, SP, PHS, L, HS, BQ
071 Coffee SP
072 Cocoa SP
073 Cocoa food preparations Sp, HS, BQ, LL, DL
074 Tea and maté SP
081 Feeding stuff for animals VL, SP
099 Food preprations, n.e.s. Sp, L, BQ, DL
112 Alcoholic beverages R, SP, HS, ST, DL, LL
122 Tobacco manufactures DL, GQ, SP
422 Fixed vegetable oils SP
431 Processed oils SP, R, DL
Source: Information provided by the Australian authorities.

1/ UNCTAD Secretariat tabulations.

2/ Restrictions applied in whole or in part to the SITC group. The key
to these symbols is as follows: PHS, HS = prohibitions due to health and
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.
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N

~__ _~ Australia's Energy Policy

1. The energy situation

Australia is a net energy exporter with very large reserves of coal and
uranium and smaller but significant reserves of natural gas. It has the
largest absolute surplus of 1ndigenous energy production over domestic
requirements in the OECD area. The dominant energy source 1is coal, which
accounts for about two thirds of domestic primary energy output and 1s the
principal energy export item. As to crude oil, which is the most important

single source of domestic primary energy consumption, Australia's self-
sufficiency is about 70 per cent (Tables 45-48)., Nevertheless, sudden and

sizable increases in oil prices represent a major uncertainty for the balance
of payments. Thus, notwithstanding an expansion of coal shipments, 1/ the
upsurge in oil prices nearly eliminated the trade surplus on fuels in 1979/80
(Table 49). Moreover, as of 1980, coal represented about 96 per cent of
Australia's identified economically recoverable energy resources and about
39 per cent of overall primary energy consumption, whereas oil and natural
gas accounted for only 1 per cent of identified economically recoverable
resources but for about 57 per cent of consumption. The ratio of economically
recoverable resources to 1979/80 production is almost 3,300 for coal, 80 for
natural gas, and about 15 for crude oil. 2/

2. Energy policy

The immediate purpose of Australia's energy policy is to ensure stable
and secure energy supplies and to reduce dependence on imported oil. In the
long run, the aim is to develop a diversified energy base, which minimizes
dependence on liquid fuels and relies to a larger extent on more abundantly
available alternative local sources of primary energy. A government state-
ment on energy policy to the House of Representatives in November 1977 out-
lined six main objectives to achleve these broad goals:

a. to move crude oil prices to world parity over a number of years;

b. to restrain the average rate of growth of energy consumption, par-
ticularly of liquid fuels;

Ce to achieve the highest degree of self-sufficiency in liquid fuels
consistent with the broadly economic use of Australian energy resources;

1/ About 85 per cent of coal exports is coking coal; unlike uranium,
natural gas, and steaming coal, the demand for coking coal is not directly
linked to the overall demand for energy but primarily to the.growth of the
iron and steel industry.

2/ Estimates of Australia's proved reserves amount to 28 billion tons for
black coal and to 36 billion tons for brown coal (December 31, 1979); to
300,000 tons of wuranium (June 30, 1980); to 309 billion cubic meters of
natural gas in Bass Strait and Cooper Basin fields currently in production
(September 30, 1980); to 458 billion cubic meters of natural gas in the
North West Shelf (December 31, 1979); and to 1,786 million barrels of crude
oil (June 30, 1980). Demonstrated in situ, resources of o0il shale are esti-
mated to yield some 16,500 million barrels of shale oil (December 2, 1980).
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d. to develop new economic oil and gas resources;

e. to increase substantially energy research and development, particu-
larly in coal liquefaction and solar power; and

f. to encourage individual major projects to meet overseas demand for
energy materials where these would provide an adequate return to Australia.

The first goal was achieved in 1978/79 and the other points were reaf-
firmed in more recent policy statements by the Prime Minister to Parliament.

When formulating 1its energy policy, the Government relied heavily on
market forces to determine supply and demand factors. It identified its own
role as setting "the scene within which the private sector and govermment
instrumentalities can operate with confidence, while, as far as practicable...
allowing the forces of the market to allocate ... available resources of
manpower, capital and technology.” 1In circumstances where market forces
would not achieve the Govermment's objectives, taxes and subsidies would be
used to encourage conservation and interenergy substitution, advance the
production of new sources of energy, and intensify exploration and the
development of coal, oil, and gas fields.

State Governments have substantial control and responsibility over
onshore energy matters such as exploration, development, production, and
distribution of primary energy sources, including infrastructure developments.
The Commonwealth also has responsibilities and interests relating to some of
these matters.

Most of Australia's petroleum resources are located offshore, in the
Bass Strait (crude oil and natural gas) and on the North West Shelf (natural
gas). The Commonwealth has recently legislated to permit the States and the
Northern Territory to exercise their powers to the outer limits of the three-
mile territorial sea. This legislation is yet to come into force. The
responsibility for the exploitation of offshore resources beyond the three-
mile limit is shared between the Commonwealth and the States, with final
control retained by the Commonwealth.

The main elements of energy policy are outlined below.

a. Energy prices

The Commonwealth Government has limited authority over energy prices.
It establishes both the price to refiners of crude oil and the wholesale
price of liquified petroleum gas (LPG) for users other than petrochemical
and nontraditional industry users. State price controls are in effect at
the wholesale level in South Australia and at the wholesale and retail levels
in New South Wales. Natural gas and electricity pricing are essentially
determined by the States.

Beginning in 1977 the Commonwealth Government increased the price of
indigenous crude oil toward world market levels with the final step to world
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price levels being announced in the 1978-79 budget. The price for domes-
tically produced crude oil 1is 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.
Australian refiners pay the resultant import parity price for indigenous
crude oil (Table 50). Producers receive those prices less any levies payable
to the Commonwealth. No levy applies to flelds discovered on or after
August 18, 1976. For oil discovered prior to that date and subject to import
parity-related returns, the levy varies with the size of the field (Table 51).
In 1979/80 producers of oil discovered prior to August 18, 1976 received
import parity-related returns (i.e., the import parity price minus the levy)
on 35 per cent of their production or 6 million barrels a year, whichever
was the greater for each field. For the balance, producers received a govern-
ment-controlled return. For 1980/81 the proportion of old oill attracting
parity-related returns is 50 per cent or 6 million barrels a year, whichever
is greater for each field. The Government has taken an "in principle” deci-
sion to continue the phasing in of import parity-related returns, which
would be extended after June 1981 to all old fields not producing more than
15 million barrels a year. For oil fields yielding more than 15 million
barrels a year, the proportion of output earning parity-related returns
would be held at 50 per cent.

In April 1980 the Commonwealth Government introduced new pricing arrange-
ments for LPG. Under these arrangements the domestic wholesale price for
naturally occurring LPG for users other than petrochemical and nontraditional
industry users 1/ was set to yield a retail price for automotive LPG in
Melbourne of about half the retail price of premium gasoline, in order to
encourage use of LPG as an automotive fuel. The wholesale price of LPG is
increased in step with the percentage rise in the import parity price of
domestic crude oil, provided that this procedure does not lead to a domestic
LPG wholesale price greater than the export parity price of LPG. If it does,
the export parity price becomes the price for domestic purposes.

State Coal Boards in New South Wales and Queensland have the power to
review the price of coal consumed in those States. Since most coal stems
from user-owned or captive mines, it is commonly transferred at or close to
cost. All coal export agreements are subject to the Commonwealth Govern-—
ment's approval.

Natural gas prices charged at the wellhead are generally based on long-
term contracts. While recent contracts have escalation clauses and yield
prices around world levels, some old contracts, especially for Bass Strait
production, lack such clauses and low prices have resulted.

The measures of the Commonwealth Government to bring oil prices to world
market levels have led to a broad restoration of appropriate relationships
between domestic and external prices, which had become out of line subsequent
to the 1973 OPEC decisions. Between 1976 and 1980 Australian user prices

1/ The price for petrochemical and nontraditional users is determined by
negotiation between the parties concerned.
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rose more than twice as rapidly as those in the rest of the OECD area, a

reversal of relationships between increases in the preceding four vyears
(Table 50). '

b. Taxation

Indigenous crude oil production is subject to a Commonwealth levy.
This levy 1s set to ensure that the revenue benefits of import parity pricing
do not accrue solely to producers but are shared by the community generally.
The rates of levy are shown in Table 53. 1In 1979/80 about 70 per cent of
the value of crude oil output went to the Commonwealth Govermment on account
of the crude oil levy, and this, together with company tax receipts and
Commonwealth and state royalties, amounted to a government “take” of some
83 per cent of the value of crude oil production, compared with 79 per cent
in 1978/79. A levy is also paid by producers of naturally occurring LPG
from fields in operation prior to August 17, 1977, while output from fields
brought into production subsequently remains tax free. The levy arrangements
differentiate between fields on the basis of date of discovery or production
and have encouraged exploration by allowing the full price to new discoveries.

Tax incentives to promote exploration and development have been granted
in the form of accelerated depreciation of capital expenditure by a petroleum
or general mining company on the development of a field or mine and on mineral
transport facilities; deductibility of expenditure on petroleum prospecting
and development against income from any source; an investment allowance for
plant ordered and installed during specific time periods; 1/ the inclusion
of additional items under allowable capital expenditures eligible for rapid
write-off; and a tax rebate to subscribers of share capital to companies
engaged in petroleum exploration and development and natural gas liquefaction.

Income tax concessions have been extended to industrial wusers to
encourage the conversion and replacement of oil-fired equipment to more
plentiful energy sources. Sales tax exemptions now apply to domestic space
heaters (with the exception of kerosene heaters) and on a wide range of
solar appliances to 1induce a greater reliance on fuels other than oil.
Sales tax exemptions also apply to kits for converting motor vehicles to LPG
or compressed natural gas.

c. Subsidies

Grants are provided by the Commonwealth Govermment to support energy
research and development. Projects assisted include the production of syn-
thetic fuels from coal, biomass, o0il shale and wastes, and improved mining
and transportation technologies. In March 1980 the Commonwealth Government
introduced a subsidy of $A 80 per ton in respect of the use of LPG for house-
hold purposes for a period of three years, and in April the subsidy was
extended to nonprofit residential institutions and schools, and in December
to commercial and industrial consumers in areas where natural gas is not
readily available. Moreover, the Commonwealth Government extends capital
grants to States for the upgrading of urban public transport.

l/ This allowance is available to industry generally.



- 89 - APPENDIX I

d. Other measures

Given Australia's important resources in other forms of energy, prime
consideration is given to savings in petroleum rather than energy conserva-
tion generally. The move to import parity pricing for crude oil, supplemented

by tax measures, is fundamental to the effort to promote the conservation of

0oil and the substitution of other forms of energy. Most of Australia's
efforts in fuel conservation are directed at transportation, which accounts
for well above one half of oil consumption by sectors. Based on recommen-
dations of the National Energy Advisory Committee, Government and industry
have agreed on a voluntary program of fuel economy targets for motor vehicles,
whereby the fuel consumption of new vehicles would be reduced from 11.2 liters
per 100 kilometers in 1978 to 9.4 liters in 1983 and 8.8 liters in 1987,

Energy conservation has been further encouraged by a national energy
conservation campaign, and a natlonal industrial energy management scheme
has been introduced to promote and foster efficient energy consumption pat-
terns in industry. A commitment is being sought from industry to establish
and maintain energy management programs. Furthermore, the Commonwealth
Government and some State Govermments are raising the proportion of small
cars and LPG-fueled cars in their car fleets. Upon the Govermment's request,
the oil industry has reduced the octane level of premium gasoline. The
Commonwealth Government, through the Loan Council, assists the States to
provide the necessary facilities for coal-related development through an
expanded program of infrastructure financing including ports and rail
facilities.

After the elections of 1977, the Commonwealth Government created the
Department of National Development to carry the main responsibility for the
development of the national energy policy and coordinate the activities of
other institutions involved 1in energy matters. Within the Department, a

National Energy Office has been established to focus on energy matters and
the formulation of energy policy at the Commonwealth level.

3. Results and prospects

The results of Australia's energy policy are most evident in the field
of petroleum. There has been a marked revival in petroleum prospecting, which
had slowed considerably since the early 1970s. Expenditure on exploration
peaked in 1972 at $A 107 million, when 100 wells were drilled, but fell to
S$A 59 million by 1976, with 19 wells drilled. However, by 1980 expenditure
on exploration rose to an estimated $A 351 million and the number of wells
drilled to 86., Net additions to proved reserves of oil during 1976 to 1979
were approximately 995 million barrels. For the five years of 1979-83 minimum
expenditure commitments were estimated at $A 400 million for offshore and
$A 100 million for onshore exploration. These figures are to be exceeded by
the end of 1981 with $A 556 million for offshore and $A 412 million for
onshore exploration.

Fuel conservation and switching away from scarcer fuels are also taking
place. Consumption of o0il grew at an annual average rate of 3.3 per cent
over the five years to 1975/76, roughly in line with the growth of real GDP.
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During the subsequent five years the increase in oil consumption slowed to
about 1.5 per cent, notably less than the 2.4 per cent annual growth in GDP.
The decline in the share of petroleum consumption in primary energy consump-
tion since 1970/71 is shown in Table 47. Sales of the ten major petroleum
products 1in Australia in 1980 were 4.4 per cent lower than in the previous
year. Gasoline sales were down by almost 1 per cent, compared with a 2 per
cent increase 1in 1979 and an average annual increase of almost 4 per cent in
the five years to 1978. 1In 1980 there were substantial reductions in consump-
tion of heating oil, lighting kerosene, industrial diesel fuel, and fuel
oil, which were achieved largely through substitution, particularly toward
the use of natural gas and LPG. In 1980 production of natural gas grew by
14 per cent and LPG sales rose by 9 per cent.

By 1990 self-sufficiency in crude oil from existing fields is projected
to have fallen to about 42 per cent, but the contribution from new fields
and alternative liquid fuel projects (including oil shale) is forecast to
return self-sufficiency to about 70 per cent.

Australia expects to increase its coal production at an average annual
rate of 9 per cent through to 1990 and the share going to exports is estimated
to be maintained at about 60 per cent of production. A further increase in
export earnings 1s projected to result from natural gas. The development of
the significant gas reserves contained in three fields off the coast of
Western Australia is under way. Capital costs are estimated at SA 5.5 billion
{including pipelines) and exploltation is expected to commence around the
middle of the 1980s. In the light of the large infrastructural investment
that would be required to transport gas from this region to the more densely
populated areas along the east and southeast coasts, the Commonwealth Govern-
ment agreed in August 1977 to permit the export of gas from 53 per cent of
the then estimated reserves of the three fields scheduled for development on
the North West Shelf. '

Uranium exports are limited by strict government controls to customer
countries meeting stringent nonproliferation requirements under effective
safeguards. Following resumption of production at the Mary Kathleen mine in
Queensland in 1976, yellowcake production from the Nabarlek project, Northern
Territory, began in 1980. The nearby Ranger project is scheduled to begin
production in late 1981 and two other projects in the region await environ-
mental clearance and agreement with local aboriginal landowners. Rules on
foreign participation in uranium projects, requiring in principle 75 per
cent Australian equity, were somewhat eased in June 1979 as to the granting
of exceptional approval where the domestic participation criterion cannot be
met. Since nuclear power is economical only when large units are installed
and connected to huge electricity grids, domestic use of nuclear power is
not considered economically justifiable before the 1990s.

Data on prospective developments 1in the energy field are provided in
Table 52.
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Table 45. Australia: Structure of Primary Energy Supply in 1979/80

(In per cent of total supply for domestic use)

Coal 011 Natural Gas Other 1/ Total

Indigenous production 73.3 30.5 11.7 8.0 123.6
Plus imports —— 18.9 - - 18.9
Minus exports -40.4 -4.5 - - ~44.9
Stock changes 2/ 4.5 -2.1 == == 2.4
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: 1960-61 to 1979-80: and data provided
by the Australian authorities. ‘

1/ Excludes uranium, includes wood, bagasse, and hydro-electricity.
2/ 1Includes statistical discrepancies.
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Table 46. Australia: Structure and Development of
Primary Energy Production

Black Brown Petro- Natural
Coal Coal leum 1/ Gas 2/ Other 3/ Total

{(Percentage distribution)

1975/76 52 8 28 6 5 100

1979/80 4/ 53 8 26 10 4 100

(Percentage increase)

1975/76-1976/77 11.4 5.9 3.7 22.1 -2.7 8.8
1976/77-1977/78 -2.1  -2.1 3.9 10.8 1.1 0.6
1977/78-1978/79 3.9 5.2 -1.1 11.8 -2.3 3.0
1978/79-1979/80 4/ -~ 1.7 -4.5 14.6 -4.9 --

(Ratio of production to consumption)

1975/76 2.41 1.00 0.75 1.00 1.00 1.27

1979/80 4/ 2.27 1.00 0.72 1.00 1.00 1.24

Source: Data provided by the Australian authorities.

1/ Commercial production of crude oil, condensated and liquified petro-
leum gas.

2/ Natural gas and ethane used as fuel or petrochemical feedstock.

3/ 1Includes wood, bagasse, and hydro-electricity.

4/ Provisional.
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Table 47. Australia: Structure and Development
of Primary Energy Consumption

Petroleum Natural
Coal "products gas Other 1/ Total

(Percentage distribution)

1960/61 53 38 - 8 100
1965/66 48 45 - 7 100
1970/71 41 50 3 6 100
1975/76 38 48 8 6 100
1977/78 38 47 10 5 100
1978/79 38 46 11 5 100
1979/80 39 44 12 5 100
(Annual average percentage increase)
1960/61 - 1965/66 3.3 8.9 - 1.8 5.5
1965/66 - 1970/71 2.1 7.6 - 2.5 5.5
1970/71 - 1975/76 2.6 3.5 23.4 3.2 4.1
1975/76 - 1977/78 4.0 3.5 16.3 -0.8 4.5
1977/78 - 1978/79 3.4 0.1 11.8 -2.2 2.4
1978/79 - 1979/80 5.0 -1.2 14.6 -4.9 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.

1/ Includes wood, bagasse, and hydro-electricity.
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Table 48. Australia: Petroleum and Petroleum Products--Demand and Supply

1972/73 1975/76 1976/77 1977/78 1978/79 1979/80

(1,000 barrels per day)

Consumption 1/ 560 612 645 654 658 647
Domestic production of
crude oil 356 410 423 437 428 408
Net imports 182 165 172 167 153 191
Imports 2/ 243 236 247 264 251 272
Exports 2/ 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
(SA 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,
petrochemicals.

2/ Petroleum, petroleum products, and related materials (division 33 in the SITC
trade classification); includes l.p.g. exports. )
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Table 50. Australia:
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Pricing of Crude 011l

Saudi Arabian Light 1/

Price Paid by Refiners
of Bass Strait Crude 2/

$A/bbl. f.o.b.

$A/bbl. f.o.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_1/
January 1978 11.39 6.70 3/
July 1978 11.39 7 23 3/
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 24.78 127.50
January 1981 27.48 30.23

Source: Data provided by the Australian authorities.

1/ Converted at exchange
Bulletin.

2/ Since August 1978 the
produced crude oil has been

parity from August 1978.

rates, Reserve Bank of Australia, Statistical

import parity price for all domestically
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

3/ Average realized price over next discrete period for "parity' and

"nonparity" crude.
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The Resources Development Boom

Australia is richly endowed with a wide variety of energy and mineral
resources, a vast proportion of which is yet to be exploited. The last
major resources development boom which occurred in the 1960s and early 1970s
was concentrated largely in the mining of metallic ores and coking coal.
The large expansion presently under way is related to the world energy
situation and extends to black and brown coal, natural gas, uranium, the
significant--but more 1limited~-reserves of crude o0il, and the extensive
deposits of o0il shale, as well as to energy-intensive products, such as
aluminum and steel. The envisaged expansion of resource developments is of
such a dimension that it will have an important impact on most aspects of
the economy--in particular, the balance of payments, the labor market, the
level and structure of protection, and the development of the manufacturing
sector-—in the 1980s and beyond.

The latest schedule of major investment projects by the Department of
Industry and Commerce puts expenditure on such projects over the 1980s at
$A 33 billion (at October 1980 prices). Investment is expected to be concen-
trated in coal, $A 9.3 billion; oil and gas, $A 9 billion; base metals,
SA 7.6 billion; and iron ore, $A 2.5 billion. In order to identify potential
strains in the economy, the size and the time profile of these investment
projects are of crucial importance, though inevitably highly uncertain.
Nevertheless, tentative estimates suggest that expenditure on most of the
projects now firmly committed or in the final feasibility stage will either
be completed or well under way within the next five years (Chart 25).

Investment may reach its peak in 1982/83 when it could be equivalent to
close to 4 per cent of GDP, a magnitude similar to the peak in the mining
boom in the late 1960s and early 1970s. Investment is likely to taper off
thereafter, though perhaps less sharply than present investment. schedules
indicate. 1/ The direct impact of these investments on the trade account
will be negative 1in the early vyears of the development boom. Including
indirect effects on imports arising from higher incomes associated with the
resource developments, the negative impact on the trade account will, of
course, be larger. Imports would remain at a high level after 1983, despite
the estimated fall in investment, reflecting the higher import content of
investment in oil and gas resources which is expected to rise strongly through
the mid-1980s. During this period the negative effect of the resource develop-
ment boom on the current account of the balance of payments is, however,
likely to be more or less offset by capital inflows associated with it. In
the second half of the decade, the net impact on the balance of payments is
expected to become increasingly positive as import savings in oil and gas
and exports of aluminum and coal increase rapidly.

The Australian economy is now going through a major adjustment process,
the evolution and final outcome of which will crucially depend on the policies
followed by the authorities. First, the resource development boom has

1/ The estimates shown in Chart 25 assume that only 70 per cent of present
investment schedules would be realized up to 1982/83, with the remainder per-
haps being pushed further into the future.
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important implications for the finances of the public sector. In many
cases development of the resource base may require significant investment in
infrastructure by the public sector, in particular the States. 1/ This
would require the freeing of resources in other areas of the public sector,
if crowding out of private sector activities was to be avoided. On the
other hand, development of the resource base will increase the tax base of
the economy, though at a later stage. Public sector pricing, taxation, and
royalty policies are all relevant in this connection. Second, while resource
development projects are highly capital intensive, demand for skilled labor,
which is relatively scarce, is 1likely to increase significantly over the

next few years. This can be expected to exert upward pressure on wage demands
by skilled labor which, given institutional rigidities, can in turn increase

inflationary pressures throughout the economy. Third, one of the major
effects of the resource development boom will be to strengthen the overall
balance of payments, a development that has started to become visible.
Experience with the previous mining boom suggests that the monetary implica-
tions of the resource boom could be severe, 1if unchecked. Control over
monetary conditions is therefore crucial to a noninflationary adjustment to
the resource boom. The task of monetary management could be eased, if further
progress was made in reducing the public sector deficit. The use of external
policy instruments would also reduce the danger of an inflationary adjustment
in the economy. A reduction in the relatively high level of trade protection
would seem to be preferable to a significant appreciation of the exchange
rate, both on domestic and international grounds.

1/ Between 1980/81 and 1984/85 public investment associated with projects
already approved under the infrastructure program alone is estimated at about
20 per cent of the corresponding estimated level of private major project
investment. In total, public infrastructure investment associated with the
resource developments is estimated at about SA 18 billion, or more than half
the estimated level of private investment. The relatively high emphasis on
infrastructure investment is due to the fact that the current boom is heavily
based on energy and energy-related resources, with heavy demands on elec-
tricity generation provided by the States.
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Table 53. Australia: Distribution of Major
Manufacturing and Mining Investment Projects

By Commodity Groups

In billions of

In per Australian dollars
cent (October 1980 prices)
0il and gas 26.9 9.0
Coal 27.9 9.3
Base metals (including
aluminum and alumina) 22.7 7.6
Iron ore 7.3 2.5
Others 15.2 5.1
Total 100.0 33.4
By State (In Per Cent of Total)
In billions of
In per Australian dollars
cent (October 1980 prices)
New South Wales 21.7 7.2
Northern Territories 2.4 0.8
Queensland 26.3 8.8
South Australia 7.9 2.6
Tasmania 2.0 0.7
Victoria 8.3 2.8
Western Australia 31.4 10.5
Total 100.0 33.4

Source: Department of Industry and Commerce, Major Manufacturing and Mining
Investment Projects, December 1980.
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