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EQUITY AND AUSTRALIAN DEVELOPMENT: LESSONS FROM
THE FIRST CENTURY™*

1. Equity and National Development

In the early years of its Federation, a century, dgstralian

society was discussed more amongst the world'slp&dp read and write
and talk about ideas than it is today. It wasuBsed above all for its high
material standards of living, its near-universahderatic franchise, its high
wage levels, and its utilisation of an unusuallgerange of government
business enterprises and interventions in the eognAustralians themselves
defined what was special about their country bfsall in terms of high
standards of living and rights and dignity of omtiyi citizens. The white
Australian majority almost invariably excluded frahe national definition
people of Aboriginal, Asian and Pacific Island da#q(these being the limits
of contact for all but tiny numbers). Women wereluded in some male
definitions of the national community (the rightvote, a couple of decades
before Britain or the United States), but not ash@articipating

in employment at the high Australian wage). Anlgg@an edge to the
democratic character of the polity was strengthdogtier in the 1920s by the

adoption of compulsory voting.

*| am grateful to Professor Graeme Snooks for legane to some of the data,
to Sherry Kong, Jong-Soon Kang and Miki Matsuidesistance in preparing
charts and tables, and to Hilda Heidemanns fostsgie in preparing the text.
Some of the labour market material is drawn fronmltbat | am undertaking
with Rana Ganguly and Jong-Soon Kang.



White Australians' confidence in and enjoymenthafsie characteristics of their
country were qualified by occasional realisatioriear that they

were vulnerable to large outside forces that wenmhd the control of a
country with a tiny population (three and threertgramillion at Federation, or
about as many people as in Queensland now) ocaypyiarge land mass on
the edge of the teeming populations of Asia. Alisina mostly thought of
themselves as a British people, challenged frore tortime by the imperial
ambitions in the Southwest Pacific of the enemidBrain in continental
Europe, by the rising power of Japan, and in urifpdovays by the people
who did not share Australian standards of livingwiture or democratic
organisation in China, Southeast Asia and Indiaré3ipect for Britain with its
traditions of non-democratic privilege, and recatranxiety that Britain would
trade Australia's hopes for its own imperial instsewere tempered by
acceptance that Britain was for the foreseeableduhe insurance against the
great external dangers. Australia needed more peoq a bigger economy to
hold its material and political assets, and tlaggether with a sense that
growing communities could enjoy higher standardsahy kinds of public
consumption that were highly valued, made natideaklopment a

comfortable adjunct of White Australia’s egalitaridemocratic self-definition.

At the time of Federation, the Australian self-défon in terms of a high and
democratically distributed material standards whly and commitment to
national development was greatly affected by tisemeexperience of a great
financial crisis. The Depression of the 1890s thasAustralian version of the
crisis that came upon the rapidly growing econorifeSoutheast Asia in the
late twentieth century. The Depression was sedraasg come to Australia
from world markets for goods and capital, challeggand for many people
temporarily defeating the high material standartiviig. By the early
twentieth century, these forces from the globahecoy were amongst the
elements against which Australians saw their pesses as needing

protection. This recent experience helped to skia@goung Australian



Federation's development of the instruments thrauglkh it would pursue its
goals of national development with a high and (agsbradult white males)
egalitarian distribution of income. It tipped thaldince in favour of a national
policy of trade protection and rigid regulationminimum wages by
occupation for adult white males. It sharpenedafessures towards definition
of a White Australia in terms that went beyond dle@eral racial prejudice that
was a strong influence on immigration policy ina@tleountries of recent white
settlement in North America and across the Tasmadew Zealand. (South
Africa made a different racially prejudiced choigefavour of the comforts

that could be obtained from an abundance of nortewmskilled labour).

Australian egalitarianism, and acceptance of usaepower of the state to
pursue economic objectives, was eventually infliaém many aspects of
national life. The egalitarian and regulatory instiaffected relative levels of
wages across States, the allocation of public gaodsservices of many kinds,
and rates of economic development amongst reghoamgdustry or a region
that was damaged by one of the primary egalitgp@ities (for example, tariff
protection or national wage regulation) could app®a national sense of
fairness for compensation. Hence tariff protectmoompensate once-
competitive manufacturing industry for protectidrother industries;
“protection all round " to compensate rural indiestfor manufacturing
protection; and fiscal compensation to the sm&8tates to compensate for the

costs of protection to manufacturing industry ia targe cities.

The attempt to use the power of the State to itestitee domestic standard of
living, and to promote the ambition for nationaldepment, in the face

of external dangers, was taken progressively futtimreugh the first third of
the twentieth century. It came under some domekttlenge in the late
nineteen twenties, as disappointment grew at thigdd progress in national
development. There was a larger trickle of soutltarmopean labour in the late

1920s (with a political response that it was nategwhite); some questioning



of the tradition (emerging from the Harvester Judget of 1907) that family
welfare was promoted best by high adult male wagelsnot by family
payments; a review of the costs of protection endblebrated "Brigden

Report" (which concluded that some protection walpfl to national
development at the high Australian wage but thhad been taken too far); and
the Bruce Government's fateful attempt to abol&h@ommonwealth
Arbitration Court. These challenges were swampethbyextreme problems of
the Great Depression, seen then and after as henergational origins. The
guestioning from an internationalist or analytieabnomic perspective

ceased, and the average level of tariff protectian taken to its greatest height
by the Scullin Government in 1931. Efforts were m&al maintain the real
wage levels that had been entrenched by regultbomthe time of the
Harvester Judgement in 1907. Violent community @ashonsive electoral
reactions stopped the experiments with higher segEhon-British, European
immigration, although there were occasional actsurhanity in relation to

refugees.

The Great Depression therefore ended one line estouning of the
established Australian approach to maintaining leigalitarian standards of
living and national development. However, the axiesocial distress of the
time, and the security crisis that followed, legptagmatic moderation of
policy in many areas, within the broad approachssddopted in the early

twentieth century.

The moderation overlapped with the final intensifion of Australian
regulatory isolationism. The Scullin GovernmenPsémier's Plan" applied
conventional economic wisdom in a way that gaveenban lip-service to the
Australian sense of distributive justice. Nominalge cuts and more
importantly the Lyons' Government's devaluatiothef Australian against the
British pound were important among the reasons Mmtralia's path out of

Depression was more rapid than that of other desfiideted democracies.



Devaluation provided a context for some small rédas in protection (Chart
1). Family payments introduced during the late X¥3€gan the loosening of

the connection between wages and the welfare afiésmn

Beyond policy decision, the crushing economic avalad pressures of the
Great Depression weakened the occupational segredst gender that had
supported wage discrimination under the Harvestdgdment. Women's
employment (at about 40% of the male wage) extemttecpreviously male
domains, and in total was maintained in a shrinldognomy, while male
employment declined dramatically. The female dinemsf the labour
market story of the Great Depression is so far fAamtralians'
conventional understanding of their labour histitiat it is seldom told. The
same Harvester Judgement pattern of wage reguldiaimnmade the Great
Depression particularly severe in Australia, causseinployment to be
overwhelmingly a male phenomenon. For women, iebdafe walk towards
labour market equity that was only partially reeer®efore the Second World

War created opportunities for its extension (CBart

The softening of the early regulatory isolationisars extended in the
immediate post-war period by the elaboration ofg¢ldy "welfare state", and
by a long period of wage moderation in the contdxthe new welfare state,
supported politically by and rendering feasible @wvernment’s

unequivocal commitment to full employment. This veasearly and less
formal version of the 1980s "Accord", when laboacseptance of wage
moderation in the national interest helped to redertentralised wage
determination with strong employment growth andsoeably strong growth in
economic output. In turn, full employment joine@ tver-riding imperative of
population growth in supporting acceptance ofdaggale European

immigration from outside the British Isles.



By the mid-1960s all elements of what might be dbsd as the original
Australian regulatory isolationism were under ilgetiual and political

challenge.

The final third of the twentieth century, the yeism 1966, began with
halting steps towards reform of the old Austrabgstem. The various strands
of policy reform coalesced into coherent movemewiards greater
international orientation and acceptance of a largie for markets in

economic activity after 1983.

The history of the period after 1983 was and isidBesome as a
comprehensive retreat from the values and politiesigh which Australians
in the early Federation had primarily defined thwtionality. There was
certainly a retreat from the policies of the e&®deration. White Australia had
given way by the 1980s to large-scale, racially-d@mtriminatory

immigration. Prime Minister Hawke's Economic Stageinof March 1991
announced the reduction of tariff protection tooethe low levels in place at
the beginning of the century. Considerable flexpih wage determination
was introduced under the Labor Governments andhd&teby the Howard
Coalition after 1996. In wages policy, however timei the shift nor the
extension extended to “safety net” minimum wagedsgctv after a period of
moderation within the Accord rose more rapidlyealrterms in the last 5 years
of the century than over any comparably long pefioth the original adoption
of the Harvester Judgement approach, exceptingtbelyears of the Whitlam

Labor Government in the mid-1970s.

There was no retreat in the period of internatilypatiented reform from the
early Australian commitments to equitable distnbuat The Australian
compulsory-voting democracy required market-oridmeform to be

taken forward within wider policies that acknowledgraditional Australian

concern for equitable distribution. The considesadtpansion of access to



upper high school and tertiary education in theOs&8d early 1990s, the re-
introduction in slightly modified form of the Whatin Government's
Medicare and a series of income taxation changegtnerated benefits to
wage-earners were important to the Labor Governseapacity to win the
acquiescence of the trade union movement and w@@munity in wage
restraint and internationally-oriented reform aduistry policy. There were
large additional social security payments to loweime families with children
in the late 1980s, and further increases in thadeother social security

payments under the Coalition government late irctéeury.

On the old goal of population growth as an elenoémiational development,
the signs in the 1990s and since have been morecegil Levels of
migration since the 1990-91 recession have beearltdvan in the 1980s, and
there has been more open challenge to culturataial tolerance and
diversity. The Premier of New South Wales, Bob Camerged as the first
major Australian political figure to favour stagmam declining population, in
his case on environmental grounds. These issuesrawet played
themselves out in the political market place, altftothe announcement of
higher migration targets from 2002 suggested reroitment to longstanding

Australian approaches.

2. A Good End to a Fairly Good Century: National evelopment
How well did Australia perform on its hopes for ioatal development through
the three periods with distinctly different apprbas to regulatory policy in the

twentieth century?

Population grew strongly through the century, ntben in any of the countries
that are now rich (see Chart 4 for comparison withUnited States). In the
later decades of the century, Australia, with tmetéd States and Canada, was
one of a small number of developed countries thilhhad significant

population growth in an era when fertility was wadllow replacement levels.



In the first third of the century, when the systehnegulatory isolationism was
being installed and taken to its greatest extartpud per person grew more
slowly in Australia (and the United Kingdom) thamany other of the countries
that are now rich. Australia was a poor to midgllperformer through the
second trimester of more moderate application efgiblicies of the young
Federation. Australia's performance relative teptleveloped countries was
strong through the third trimester of internatidyr@riented reform, rising to
top place in the decade after the 1990-91 receg¢semnCharts 5 and 6 for
comparisons with the United States). Despite highestralian GDP growth in
the last decade of the century, employment groveth stronger in the United
States (Chart 7).

Relatively low growth in output per person through first two trimesters
removed the superiority of the standard of livinguhich Australians had
taken pride early in the twentieth century. Thideskdown the world league
table was one of the spurs to radical policy chaAgstralia's average output
began to rise relative to all rich countries in thied trimester when
comparison is based on domestic purchasing powenrily against some by

other measures.

The most common measure of average output for cosgpeacross countries
is GDP per capita as revealed in the national adspaonverted into a
common currency at exchange rates in the year wmhsideration. This
measure is relevant to assessment of relativenatienal purchasing power,
and to some extent locational decisions by peoplese financial or human
capital gives them choice on country of resideBgethis measure, Australia

continued to lose ground relative to the Unitede€st&ven in the 1990s.

The explanation of the divergence between the twasures is the large

depreciation of the Australian real exchange ral&tive to the United States



over the last decade. Australian currency was welakive to the United
States dollar through the twentieth century (CBarFor the most part, the
weak currency was matched by higher Australiaratigh, so that there was a
much smaller fall in the real exchange rate. Adgpgrt of the century's fall in

the real exchange rate was concentrated in theldaside.

What is the cause of the long-term nominal andebg pronounced real
depreciation of the Australian dollar? Does it mgtand is it likely to

continue?

For the most part, the nominal depreciation has lassociated with high
inflation. The ultimate cause of the long-term atibnary bias in Australia has
been the combination of downward inflexibility irages and to a lesser extent
other prices in combination with volatile termsti@ide in an economy more
reliant than other developed countries on expdrgimary commodities. In
the 1990s, broad support for Central Bank indepecelaround low inflation
targets, greater price and structural flexibilitythe economy and more diverse
exports weakened the long-term tendency towardsively high inflation and
therefore nominal exchange rate depreciation. kiifjation damages real
economic performance if it goes beyond moderatédjrand the monetary
caution that is necessary to stay within thosetdéingi costly to output through

the period of contraction.

The real depreciation of recent years may be paxibfained in terms of an
unsustainable strengthening of the United Stat#ard®Vhile the strong dollar
lasts, Americans, like Japanese in the late 1980& exceptionally high
international purchasing power. One consequenae enhanced capacity to
buy Australian business assets, which has geneuatake in the Australian
business community and to some extent in the vadeiety. Even if there is a
substantial ‘bubble’ in the current value of thététhStates dollar (and no-one

can know for sure except as history), it is likdlgt an element of twentieth
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century and probably of post-1990 real depreciattonld remain after the
bubble bursts. Over the first two trimesters oftientieth century, the decline
in relative output per person and wages in Austredintributed to the real
depreciation. Over the century as a whole, the-tengy decline in terms of
trade (export relative to import prices) was a gigant cause. Over the past
one and a half decades, real depreciation hacredleés well the removal of
the tendency for protection and exchange contrtifscally to raise domestic
relative to international prices. Each of thesedeschad run its course by the
beginning of the twenty first century, making it radikely that the long-term

real depreciation would also be coming to an end.

The comparisons of economic performance with theddrStates in this paper
are a tough test, since the U.S. was a relatitetyg performer through the
century, and had one of its strongest decade®ia980s. Comparisons with
other countries that are now developed demongtnate strongly Australia's
relative underperformance on output per head iditeie(although less so
against Britain) and second trimesters, and ittikaly strong performance in

the third trimester and especially in the 1990s.

Factors other than the suitability of policy foogith affected relative
economic performance. The high intensity of extetmraale with slowly

growing Britain through the first and to a lessetieat the second trimester was
a drag on Australian performance through theseg@sriand the increasing and
high intensity of trade with rapidly growing Eassia in the third trimester
favoured Australian growth (Chart 9). But an eletwdrthe strong orientation
of trade towards the United Kingdom in the firsbtthirds of the century
reflected discriminatory policy. The preferenti@de area with the British
Empire intensified in the 1930s, and discriminadgdinst other Asian
economic partners, most notably Japan. Its dampesfiects on trade beyond
the British Empire must be marked against the mdiof the time. The greater

orientation towards East Asia later in the cenpasytly reflected the removal
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of tariff and exchange control discrimination, asllvas public trade diplomacy
to open markets in East Asia, and private investnmebuilding productive

trading relationships in Australia's neighbourhood.

It might be argued that the strong concentratioAustralian exports in farm
and mining products, subject to declining pricdatnee to other goods and
services throughout the twentieth century, was allemdisadvantage after the
late twentieth century diversification of expor@h@rt 10). This argument
would ignore the extent to which the rapid growttmanufactured and
services exports from the mid-1980s was causetdygiteater international
orientation of policy, including the reduction tietreal exchange rate

following the dismantling of exchange controls gmdtection.

One significant influence on the comparisons ofinecwic performance over
the first trimester was the decimation of Australj@uth and the build-up of
foreign debt in the First World War. In explainirgatively weak British
economic performance after the Second World Waghisi made of the effect
of destruction in Britain during the Second Worlé&Wén post-war British
economic performance. The proportionate Austrdbas through death and
injury (overwhelmingly prime-age males in the awkd/éanguage of labour
economics) in the First World War, was much gretitan that of the British in
the Second World War.

3. A Fairly Good End to a Fairly Good Century: Equty

The Australian concern for "equity”, and pragmaiiceptance of a large role
for the State in its pursuit, was the focus of muntarnational interest in the
country at the beginnings of the Federation. Theairtant place of equitable
distribution in national goals had origins in tleacity of labour, high average
incomes and the early democracy that went with ffeswell as in distinctive
features of the early Australian economic structlireas survived the

twentieth century. No important policy changedadible if it violates broadly
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supported conceptions of equity, whichever of ttegompolitical parties
exercises executive power. The concern for equéy be less central to
national objectives in Australia than in a numbeEoropean democracies. But
it remains much more important in Australia thahe principal comparator in
this paper, the United States.

There have been changes over time in the categursople amongst which
the Australian polity has sought equitable distiitou Closer inspection
reveals an unusual focus on “horizontal” (simit@atment of people in similar
positions in the society), rather than on "vertieguity (pursued by measures
that raise the circumstances of people with loweomes and wealth relative
to those with higher incomes and wealth). The ggiaf horizontal equity has
been modified over a century of democratic praaghcgustralia, but continues

to be uncritically accepted in many areas.

Thus the original focus of the Harvester Judgemages system was on
equitable treatment of employed, adult, white malé® Arbitration system
went on to develop an elaborate and rigid setlativities across skills and
industries: if a Grade 2 sawmiller received X%l tvage of a Grade 1 train
driver in one decade, X could only be differenimoch later decades if the
Court accepted after long argument that changteinelative skill and other

content of the jobs provided good reason for it.

Over the twentieth century, mainly in the laterat#es, the focus on horizontal
equity across the employed was extended at leasihadly, and over time
increasingly in reality, to all Australians. Thisquired extension of the
centralised wages system to women, and to Abosgamel other non-
Europeans. By the late 1970s all employed Ausinalhad been brought
within the Arbitration system's conception of hontal equity. The breaking
down of the gender and racial segregation in thedamarket which had been

a necessary support for wage discrimination begaree (at least for gender,
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under economic pressures in the Great Depressidis@asssed above) but is

taking longer to complete.

The pursuit of horizontal equity amongst the emptbyeduced focus on other
measures to raise the economic welfare of familiealso delayed
development in Australia of the welfare state bdhire high-income
democracies of Europe. Through the first half ef tilventieth century, an
employed adult male received a wage that was seplposmeet the costs of
supporting a wife and (variously in different forlations) two or three
children, and an employed woman with children wgspesed to make do with
what was necessary to support a single woman. drnéyf income supplement
and its successors from the late 1980s greatlyrelgmharecognition of the
different circumstances of families with childrefhe later developments were
the most important reason why the real living séadd of the poorest 20 per
cent of families rose in Australia, when they wiiéing in other developed
countries through the global structural changabeiate 1980s and 1990s.

A second implication of the focus on horizontal iggthrough most of the
twentieth century was to downplay the effect ofmp®yment. There were
exceptions, in the policies for recovery from the& Depression embodied
in the Premiers' Plan and the early years of trenkyGovernment, the full
employment policies of the post-war Chifley and Mies Governments, and
the period of the Accord under the Hawke Governn(iret early progress on
which was broken by mismanagement of monetary pddiading to the 1990-
91 recession). The exceptions required and recaivedrying degrees
cooperation of organised employed workers in wagéaint, in the context

(again in varying degrees) of other policies dieecat vertical equity.

One consequence of the extension of "wage equitybting people, women
and Aborigines was to increase the importance efnployment amongst

these groups. In the first half of the twentiethtoey, unemployment
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was substantially higher amongst adult, white niam tother Australians.
Through the final two decades of the century, udegment was much higher
amongst young people and Aborigines than otherrAlighs, and higher for
adult women than for adult men. Given the extensiomage regulation
beyond white adult males, increase in the burdamemployment on other
Australians would have been greater if it had resrbfor the weakening of

gender and racial segregation in the labour market.

The concern for horizontal more than vertical egjistpart of the explanation
for the exceptional unimportance of taxation of ltreéas distinct from
income) in Australia, relative to other developedmtries, including the
United States and Japan in the Asia Pacific regibe. abolition of gift and
probate taxes in the 1970s and 1980s passed tlighcomment about its
effects on equitable distribution, just at the tiwigen the reduction in average
family size and increases in average life-time audation of wealth were
beginning to make differential inheritances a mowre important source of
future inequality in income as well as wealth. Uh8i85, Australia was one of
a small number of developed countries (with thetéthStates amongst the
large majority) that had no capital gains tax. $aeerity of the Australian
capital gains tax was reduced (and the opportgnitieavoidance of income
tax by many people on high incomes simultaneoushaaced) in 2000 with

little Parliamentary and community comment.

The policies of "protection-all-round” owed a grdatl to the Australian
concern for horizontal equity. Tariff protectiorr fimanufacturing industries
and fiscal subsidies of various kinds had a largkiaequitable effect on the
vertical distribution of income, but were broadbcapted as being fair to the
extent that they seemed to be applied equitablysaqoroducers of various

goods.
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The priority of horizontal equity can also be seéwork in the distribution of
taxes raised by the Commonwealth Government andidised amongst the
States to correct the imbalance between the regpeetvenue-raising
capacities and expenditure responsibilities ofttiee sovereign levels of
Government within the Australian Federation (Gatraaud Fitzgerald, 2001,
2002). Recent research by the National Centr&éaral and Economic
Modelling (NATSEM) for the Review of Commonwealthag Funding has
shown that the equalisation payments do not lolegini coefficient of the
overall Australian distribution of income after Gament expenditure is
taken into account, or raise the average incontes fagcal interventions of the

poorest two deciles of the population

This is another example of exceptionally strongthalen commitment to
equity, but to its horizontal rather than its veatidimension. In the case of
Commonwealth grants to the States, the elemenbr@fdntal fiscal
equalisation increased greatly through the twemtentury, and reached its

greatest extent and was on an upward trajectdheatnd of the period.

Interestingly, Harding's work for the Review of Caonwealth-State Funding
(Harding et al, 2002) reveals that the Commonwésafibcal intervention
affecting directly the vertical distribution of iome amongst Australians
through the income taxation and social securityesys, has larger effects in
redistributing purchasing power amongst the citizehthe States than
Horizontal Fiscal Equalisation in the distributiohgrants to State

Governments.

How has Australia performed over the twentieth ggntin relation to the

polity's concern for equity and tlge factopriority of horizontal equity?

It is inherently difficult to separate the effects the distribution of income of

underlying change in economic, demographic andasstiuctures, from the
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effects of policy interventions. Australia's eamyentieth century comparative
advantage in natural resource-based industriesesagonducive to equitable
distribution of incomes through market processesggpendently of
Government intervention, than the more diverseitigion of comparative
advantage that emerged with population growth hedytobal decline in the
relative economic importance of natural resourtés. latter decline, however,
created severe adjustment problems for the old coramunities and
provincial towns in which broadacre farming prodddée main economic
base, especially with the corruption of world tramléarm products that
intensified from the mid-1980s. The greater tecbgmlal sophistication of
economic activity in the late twentieth centurygddhe entry of large
developing countries into the world economy as Bappof labour-intensive
manufactured goods, increased the market valuggbfyheducated relative to
unskilled labour in all of the developed countri@$e improvements in
transport and communications extended nationalliyiaternationally the
markets for individual enterprises, and raisedet@nomically efficient scale
of production in many (although not all) goods aedvices. This increased the
rents of superior performance or good fortune Ghref Executive Officers;
the stars of sport, cinema, media, theatre, liieeaaind invention; and the
people with the skills to contribute to developmehglobal businesses. The
social change that led to higher proportions ofdcan being brought up by

single parents has been a source of increasedtpover

That said, a few generalisations can be made abewbontribution of policy to

trends in income distribution in Australia over {est century.

The old Australian labour market segregation wastly damaging to vertical
equity until late in the century. The rigid waggulation, through its effect on
unemployment, continues to be damaging. The rehwifarmal

wage discrimination changed the age, colour andegeof unemployment, with
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the increase in employment amongst women beingiaratdd somewhat by the

end of occupational segregation.

The performance on employment and unemploymeheipérsistent weakness
in Australian policy performance related to equitsough the twentieth
century, remaining poor through the stronger ecao@onditions of the

1990s. The comparison with the United Statesghliziunfavourable, and
became even more so with further divergence inaggtres to social security
and minimum wages from the 1970s. In 1970 the @itiotal employment to
numbers of residents above 15-16 years was 57 dgpetin the United States
and 59.7 per cent in Australia. By 2000, the ratithe United States had risen
strongly by 64.5 per cent, to well above the Adgtraratio of 59.9 per cent
(Chart 12). The social dimension of contemportargmployment is
understood better when attention is given to tlosvagrg importance of “jobless
families” and to the high proportion of childrenmbeing born into “jobless
families” (McLure, 2000; Dawkins, 2001). The cortien of this weakness
would make a major contribution to equitable dsition. Because it would

be associated with much more complete utilisatiomconomic resources, it

would contribute to economic growth as well.

The gradual strengthening of social security areamgnts based on the
circumstances of individuals and families has madeajor contribution to
vertical equity, with the personal income tax phaya significant supporting
role. The strengthening continued to increaseitatiee century with the
adjustments at the time of the introduction of Hmvard Government's “new
tax system” in 2000. The large extension of thead@ecurity system in the
1980s had taken the form of tightly means-testexthis, which exacerbated
disincentives to labour force participation. Thereotion of associated
problems was commenced but not taken far withritreduction of the new

tax system.
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Interstate and inter-regional inequality has be&ss important in Australia than
in other geographically large and many small caasifThis owes a great deal
to the geographic mobility of the Australian popiga, itself supported by
high levels of immigration. Despite the mobility thie population, the slowest-
growing States in population and economic actigfirgt of all Tasmania) have
grown substantially more rapidly, absolutely andtree to the national totals,
than the slower-growing States in the United StateskCanada. Interestingly,
the rate of growth of non-metropolitan regions wasch stronger late in the
twentieth century, absolutely, and relative toc¢hpital cities, than in earlier

periods of regulated isolationism (Chart 12).

4. Contemporary Challenges, Old and New

What are the challenges facing Australia, in sgggkp maintain through the
twenty first century the relatively strong economperformance of the late
twentieth century? What are the additional chasngssociated with
achieving this result while pursuing policies thdtzance old Australian

commitments to distributional equity?

It is necessary to examine the relevance of oldsgama basis for assessing the
prospects of making progress towards them. Therexpce of Australia's first
century suggests that, in the absence of a larg@ialikely change in political
culture, the two questions are really one, sincevgr-promoting policies that
violate community perceptions of distributional gguare not feasible in this

compulsory-voting demaocratic polity.

On the relevance of old goals, variations on tleerths that originally drove
Australian commitment to national development remiaiportant.

Commitment to the goal of national developmentow mualified by concern for
the link between population growth and environmiedégradation, especially in
Australia's politically influential largest city.HE environmental concern about

population growth needs to be tempered by recagnthat suggests that the
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nature of the link can be changed by wise poliog that it is more likely to be
changed in an economically successful communitythEcextent that Sydney is
different, the national debate will be affectedSydney's success or failure in
dealing with the problems of congestion. The badavicthe debate will be
affected as well by the policies that affect old ammigrant Australians'

locational choices.

The technological change that has reduced the obstsnsport and
communications and driven the phenomenon descabédlobalisation" has,
on balance, increased the economic penalty of sualé, at least in
economies that are separated from the world's o&itres of economic
activity. There has been no diminution in the imtpnce in consumption of
non-traded goods and services in which small ssaealisadvantage. The
foreign policy and defence realities that shapegitpe Australian attitudes to
growth in population and economic activity in treelg years of the Federation
and again in the period after the Second World j¢sh in the same direction
now as in the twentieth century. Today the oldded invasion have little
basis, but challenges to Australian sovereigntyctatise in different ways
from failures of political stability and developntien Australia’s immediate
neighbourhood. Now, as a century ago, some Auairalipin their hopes for
protection of their country's sovereignty on aldarwith the world's greatest
military power. Now, more than a century ago, itwebbe wise to recognise
the limits to protection through alliance, and tloatribution that independent

Australian strength can make to the reliabilitypoéferred alliances.

Most Australians, now as a century ago, live in oamities that value the
expansion of amenities and opportunities associatigdincreasing

population. Communities in which population growtases, as in Tasmania at
the end of the twentieth century and in many smatenmunities over longer

periods, express unhappiness about it.
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There is a contemporary debate on the goal of matidevelopment that has
not yet been worked through politically. Only a goehensive failure of
leadership and management affecting provision iGes in the great city of
Sydney would cause the differences to be resolvedhys that did not support
national population growth at least at somethikg the current level of about
one and a quarter per cent per annum. This rédeves than the average for
the twentieth century, (Chart 12), but would gi#él the highest of the

developed countries.

There is no sign of diminished commitment in Aulsiréo the goal of rising

levels of output per person and the associate@gaserin living standards.

On the old goal of distributional equity, the twieth century experience
suggests that analysis and political debate anflictocan vary the extent of
community attachment to particular instrumentsafqy, and the range of
Australians for which the polity seek equitablecaumes. Over the century,
there was an increasing tendency to emphasiseakeeguity amongst all
Australians, rather than on horizontal equity ansbsgib-groups of the
community. The extension of politically influentiedncern for equity amongst
employed white males to other Australians was thetnmportant example of
this tendency. There is a possibility that therk & further broadening of the
reach of Australian concern for equity, for examplth higher priority being
given to the interests of the unemployed. Whanigaly is a

general downgrading of concern for distributiongliigy. There is a danger
that the changing demographic structure, workimgugh electoral politics,
will come to privilege income support and servitmsthe aged, in the way that

policy at other times privileged other sub-groupthe Australian community.
Successful reform of policies and institutionsdse economic performance in

Australia have invariably been accompanied by otlodicies that appeal to

concern for distributional justice. Effective maess to promote distributional
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equity make large demands on the country's figsaurces. Economic growth
is therefore a necessary underpinning of progmsards distributional equity.
For these reasons, it remains likely that Austnaliahave all of productivity-
raising economic reform, progress towards greasgriloutional equity and
strong economic growth, or none of them. Theredity of expansion of
employment and reduction of unemployment to thécadrequity that has
been rising in priority may make progress in redgainemployment a

condition for continued economic reform and ecoreognowth.

Global technological, demographic and economic ldgreents have
important implications for Australia's prospects fational development and
distributional equity, in both positive and negatdlirections. The
technological change that has driven "globalisdtibas raised the stakes of
success in national economic development. The gapden good and poor
outcomes is greater in the modern internationahest. Poor national
performance now carries a greater risk of cumutadiecline, with small,
internationally isolated and less successful ecoesmisking the loss of skilled

and young people and capital in other forms.

Technological change has also widened the dispensithe distribution of
personal incomes from the market. It has made rerddficult to limit inter-
personal income inequalities. In this sense, teldgmal change has also raised

the stakes of economic success for individuals.

Demographic change and in particular the declirferitility has increased the
difficulty of maintaining high rates of economicogvth in Australia as in other
high-income countries. At the same time, low feytihnd low rates of growth
of work-age population in themselves have easegnbiglems of providing
employment for young people, amongst which unempkayt has been highest
in recent decades. The ageing associated withdaulity in all high-income

countries has introduced fiscal problems and redlgepacity for innovation
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and structural change. It has been one more féaading to increase the stakes
around success in national economic developmeatte she problems of

ageing can be moderated by some forms of immigratilarge gap has
emerged between economic performance of countfiesmigration and other
developed economies, that is likely to widen thitotlge twenty first century.
Australia's experience in the second half of thentreth century gives it a

large advantage at present, but this may be clygteas other countries seek
the economic advantages of immigration. Recentpahange to facilitate
greater immigration of skilled people in Germanjyiksly to be emulated

elsewhere.

The interaction of strong economic growth in mamgiuding the most
populous developing countries (most dramaticallin@hbut also

India) with demographic change will, if it is susied, gradually diminish the
extreme disadvantages of unskilled labour in tlobagl economy that have
emerged in recent decades. Global population greadlecelerating more
rapidly than anticipated even a few years ago. dltigy of the major
developing countries into the global economy amdeitonomic success with
which that has been associated has been a shorthkallenge but over time
will become more benign in relation to the disttibo of income in developed

countries.

Rapid economic growth in East Asia contributed miecAustralian economic
development during the period of internationalljeated reform in the late
twentieth century. It has been common in Austrliaee the East Asian
financial crisis of 1997-8 as a watershed, wittwalboEast Asian growth after
generating fewer opportunities for Australia. lAser look reveals no general
loss of Asian growth momentum at the time of arltbfaing the crisis. The
stagnation of Japan is neither new nor unantictp@®arnaut, 1989), under the
influence of one of the world's largest declineseirility. The continued rapid

expansion of the Chinese economy through the fiahogdsis and now
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through the United States "tech-wreck" and globaéssion of 2001 has
reinforced confidence in its sustainability. Theilience of market-oriented
reform in India through these shocks in the Asieifitaeconomies reflects the
strength of the new growth trends that emergediutfitahe 1990s. Southeast
Asia did move to a lower growth trajectory with timeancial crisis, but since
that set-back has still been sustaining growtlaiasrabove the average for
developing countries, and above such good perfaram@mongst developed
countries as the United States. The centre of graviglobal economic
activity has continued to move towards Australiesithe East Asian crisis,
albeit at a more measured pace. Australia's latationgside the dynamism of
the Asian economies will continue to be an asséustralian national
development, at least through the first severaades of the twenty first

century.

Most challenging for continued national developmeith equity in Australia
will be the inter-related factors that make it mdiiicult to attract and to hold
young people with economically valuable skills. &léne challenge comes

from two sides, and responses on one side can aatgbtefence on the other.

On one side is the dependence of support for iatemmally-oriented reform,
and for reasonably high levels of migration in ithierests of national
development, on equity in domestic distributiontidiaal development
therefore depends on high employment and incom&isgof Australians who
are poorly endowed with economically valuable skilOn the other side is the
challenge to attract and retain people with econaltyi valuable skills, at a
time when technological and economic change has teeeling to widen the
dispersion in the distribution of market outconf@se important detail of this
challenge is that Australian marginal tax ratepmfessional and managerial
incomes are high compared with most of the countrigh which Australia is
competing in the market for skilled labour. Conctmnnational development

alone would argue for acceptance of much wider-afte income differentials.
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Unless achieved within a broader framework for eeimg equitable
distribution including high employment, this outcemrould weaken support
for internationally-oriented policies, and defeational development from

another direction.

5. Prioritising Equity in an Internationally-Orien ted Economy

National development and equitable distributionaenthe primary goals of
Australian economic policy, despite the large cleasng the way in which
“equity” is perceived, and some equivocation onyapon growth.
Australia’s starting point in seeking progress todgathese goals in the early
twenty first century is in many ways favourabldéeaflmost two decades of

internationally-oriented reform.

Australia, with its standard of living well aboveat of the rest world, had

wider margins for error when it set out on its aaél journey a century ago.

Australia fully utilised its margin for error thrgh the twentieth century, but
reacted to deterioration in its relative positionamgst high-income countries

in time to keep alive old ambitions for nationaldepment with equitable
distribution. In this, it was unlike other coumsiof recent European settlement
in the southern hemisphere, including ArgentinajtB@frica and (to a less
remarkable extent) New Zealand, which had also edembe well-placed

early in the twentieth century.

The great challenge in the period ahead will beaéde Australia an attractive
place to live, build careers and develop businefssdarge numbers of
talented and well-educated young people, while mgetild Australian

concerns for equity

Progress on the agenda for reform to promote ratdevelopment would on

the whole be favourable to equitable distributi@trong economic growth,
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above all from increased productivity, can prowide fiscal capacity that is
necessary for expansion of the social securityifin@ad education that are
most important to raising the welfare of Austraiavho receive low incomes
in the market place. The concentration on econaligigaluable skills in the
immigration programmes improves the prospectslatively disadvantaged

Australians.

There are, however, elements of a reform progratomaise total output and
incomes that would challenge both perceptions aatities of distributional
equity. Fiscal resources applied to the pursuddmfitable distribution compete
directly with the resources required to keep maaigiax rates low enough to
hold and to attract people with the education &iléssvhich are necessary for
national development. The fiscal resources redumaneet the aspirations of
increasingly politically influential older peoplemwflict with the requirements
of educating and retaining the young. They conficwell with the demands
of social security and tax reform to reduce margafictive tax rates and
provide income security for poorer Australians dmsis for moving to high
levels of employment and low unemployment. Highhm@monwealth funding
for fiscally weaker states competes for fiscal tses with improvement of
public infrastructure in the great cities, in whimbngestion has generated

resistance to growth, and in expanding provindi&< everywhere.

Here, too, there are important lessons from thetieth century experience.

At a time of high stakes in national economic degeient success, and low
margins for error, community aspirations for egoigadistribution in Australia
can be advanced only through having clear prigrdéigongst measures that are

desired in the name of equity.

Efficient distribution policies require a consistéocus on vertical equity.

Intervention that churns the relative standing@dgde in the middle of the
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distribution often has similar economic costs tarayes that focus on raising

living standards of the poorest people.

We learned from the relationship between wage itigeshd unemployment in
the twentieth century that fiscal payments for fasiare more effective in

alleviating poverty than high legal minimum wages.

We learned as well that social security paymemtgetad tightly on people on
low incomes create problems through the effectugh effective marginal tax
rates on the proportion of the population in jobge have to be much more
clever in designing social security arrangementsags that maintain
incentives to employment to the greatest extensiptes A form of negative
income tax, with lump sum payments to members @idabour force, would
reconcile most effectively income security of lomcome people with
economic incentives to full employment. It happ#ra such a system could
also address problems of child care (for its ovkesand as an incentive to
fertility) and inter-regional equity. The negativeome tax is fiscally
demanding, and its introduction would need to baspl in over six to ten
years of relatively strong growth. In the meamtjrine Five Economists’ tax
credit can generate much of the gains, at low ffisast, while being consistent
with later movements towards a negative incomggag Dawkins, et al, 1999;

Garnaut, 2001, especially Chapter 13).
The greatly improved economic performance of Alisithrough the period of
internationally-oriented reform provides the bdsisan optimistic view of

Australia’s twenty first century prospects.

It is prudent, however, to conclude by drawingratten to two potential

developments, either of which could weaken thi®tasable outlook.
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One dangerous development in an area over whichraliashas been able to
exercise some influence in the past, is the reweakening of the international
trading system. Australia, as a small and geogcap isolated economy, still
with farm products playing significant roles in @i and domestic income
distribution, would be damaged exceptionally byaat from the late twentieth
century tendency towards open, non-discriminataoyldvtrade. The global
multilateral trading system has been strengthemeedent times by the entry
of China and Taiwan into the World Trade Organ@a((WTO) and the launch
of a new round of multilateral negotiations at W&O Ministerial meeting in
Doha. Despite this good progress in the multiitsystem, there is currently
much excited consideration of a large number ofllsgnaup free trade areas
that, were they to become realities, would serypdaimage the multilateral
system that is so valuable for Australia. If inst obvious from analysis, the
danger to Australia should be apparent from thee&pce with preferential
trade during the 1930s. Australia’s participatoondiscussions of
discriminatory free trade, and its contemplatiompaiftially free trade with
some trading partners, is inconsistent with thetspind also the effectiveness
of WTO rules. Australia is not the main causehaf turrent dangers to itself in

the international trading system, but is contribgtio the risks.

The second caution relates to the ambivalence aboiat diversity that has
become more prominent in Australian public discussn recent years. If it
grew to the extent that it seriously influenced iigwation policy, it would
undermine the great asset for national developthantAustralia currently
shares with the United States and Canada: theitgpa continue to retain
structural flexibility and growth in an era of |dertility in the high-income

countries.
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